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PREFACE 



The successful business man should know that a profit will result from the 
transactions in connection with his business before they are completed. To deter- 
mine this he should have such information as will show the detailed operating cost, 
the profit from trading or other operations, the net profit for each fiscal period, 
its source, and the increase or decrease over previous periods. 

A report concerning the failure or suspension of a business, accompanied by 
the statement that the creditors will not know what percentage of their claim may 
be collected until the experts have audited the books, indicates that the manage- 
ment did not have all the facts available in connection with the business. Such 
a statement is so common in the newspaper announcement of failures that it sug- 
gests a connection between accounting and success. 

If these conditions are to be improved, it is necessary to teach the correct 
principles of accounting and the best practice in applying them. The bookkeeping 
student of today is the bookkeeper or business man of tomorrow. If he has a 
knowledge of the correct principles, as bookkeeper he will apply them, or, as 
manager, he will see that they are applied by the bookkeeper. 

The purpose of this text is to present the correct principles of bookkeeping 
and accounting, — principles advocated and practiced by modern bookkeepers 
and accountants. The information upon which it is based was obtained from 
standard authorities on accounting and from consultations with practicing book- 
keepers and accountants. 

The text is prepared primarily for the student and not for the practicing book- 
keeper or accountant. The presentation permits the beginner to master first the 
simple principles of accounting as applied in a small business. When he under- 
stands these, he can then appreciate the more complicated principles of accounting 
necessary in recording the transactions for a business of extensive operations. 

A study of the text would result in only a theoretical knowledge of the subject. 
Practice is necessary in applying the principles. A correct knowledge of the prin- 
ciples is essential, but efficiency in applying this knowledge is of equal importance. 
The student who has mastered the principles of bookkeeping and accounting 
should have also acquired accuracy, neatness and speed. For this reason the 
practice sets require the recording of a number of transactions, — a sufficient num- 
ber to impress on the student's mind the importance of a correct record and to 
give him confidence and skill in applying his knowledge of the subject. 

That the student may learn to recognize a transaction from the paper that 
represents it in business, he is required to make his record in the practice sets 
from reproduced business papers. The transactions, moreover, are practical, 
and identical with those that occur in business. Applying the correct principles 
and recording practical transactions represented in the same manner as they are 
in business, gives the student a knowledge of the subject which will make his services 
desirable to the business man, and valuable to himself. 

Not only should the student who has completed a course in bookkeeping and 
accounting understand the principles of the subject and the best practice in ap- 
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plying these principles, but he should also have some knowledge of the efficient 
methods employed in modern business. This knowledge, given in connection with 
the sets, includes special ruling in all books of original entry, carbon copy and loose 
leaf records, controlling accounts, and many other time-saving methods made 
popular by practicing bookkeepers. 

Efficiency in office routine means the greatest amount of work with the best 
results at the least cost. As applied to the work of the bookkeeper, it means the 
ability to record the greatest number of transactions with correct results in the 
least possible time. Throughout the text and sets, special attention is given to 
modern methods in recording transactions. 

The student who has mastered the principles in this text and completed the 
sets that accompany it, need not hesitate to accept a position as bookkeeper in 
any office. He can rest assured that the training received will have prepared him to 
make a correct record in an efficient manner. If the work of his predecessor has not 
been correctly done, he is prepared to improve the method in use. He can act 
with the assurance that the work he does will be approved by the accountant 
who audits his books. 

The student of bookkeeping Will soon be receiving an income, hence should 
know the connection between the knowledge gained through the bookkeeping 
course and the income tax statement required by the Government. To provide 
this information, practice is given in the preparation of income tax statements. 
Information in regard to the forms is given in an appendix because these forms 
will be changed from time to time by legislation. The student who understands 
the prindples of accounting as explained in this text, and the bookkeeping practice 
illustrated in the practice sets, will find the preparation of an income tax statement 
a very simple problem. 

THE PUBLISHERS. 



Part One 

Chapter I 

BUSINESS AND BOOKKEEPING 

The Purpose of this Chapter is to introduce the student to the subject 
of bookkeeping by showing him its purpose through an explanation of business. 
There are many reasons why the student should understand bookkeeping. The 
business man will pay well for information which he needs; hence the one who can 
provide this information through a knowledge of bookkeeping will command a 
good salary for his services. The student who is ambitious to become a business 
man should know bookkeeping because this knowledge will enable him to interpret 
the information obtained from his bookkeeping records and to use it as a basis for 
future operations of the business. 

§ 1. Each Individual requires food, clothing, education, amusement, and 
many other things necessary for his comfort and enjoyment. These necessities 
and luxuries can be obtained with money, which is a medium of exchange and the 
standard of value. An individual secures money (a) through income received as 
wages or salary for services he has rendered to others, (b) through the use by others 
of property which belongs to him, or (c) through the profit resulting from the oper- 
ations of a business owned by him either in part or as a whole. 

James Brown is employed as salesman for the Citizens Motor Car Co.; his income is the salary 
received for the service rendered. J. W Smith owns the building in which the Citizens Motor Car 
Co. is operated; his income is the rent received for the use of the building. W. O. Winkler owns 
the Citizens Motor Car Co.; his income is the profit made by selling automobiles at a price greater 
than the cost. 

§ 2. A Business. The one who sells to the individual the food, clothing, 
education, amusement, or other things which the individual needs for his comfort 
and enjoyment, is said to be engaged in business, and the operations in connection 
therewith are referred to as business transactions. The operations include the 
buying and selling of the commodities in which the business deals, at a place of 
business and under a name selected by the owner. There are many kinds of busi- 
nesses, each of which supplies a specific demand; there are many businesses of 
the same kind which undertake to supply the same demand. 

Robert Brown owns and operates a drug store at 405 Main St., known and advertised to the 
public as "The Central Drug Store." Mr. Brown is a business man because he operates a business. 
The operations of his business include the buying and selling of medicine and drugs, as well as the 
other articles a drug store usually handles, and his business is referred to as a drug business. 

§ 3. Assets, Liabilities and Proprietorship. If the owner of a business 
is to have ready for sale the merchandise or service which he expects to sell, he 
must have cash with which to purchase this merchandise or service. The cash, 
merchandise, and other property needed to carry on the operations of a business 
are known as its assets. Should the owner of a business agree eitlier in writing 
or verbally to pay at a later date for the merchandise or service purchased, he 
has incurred an obligation or debt; this obligation is known as a liability, and 
all the obligations of the business are known as its liabilities. The liabilities are 
to be paid out of the assets of the business, hence the owner's interest in the busi- 
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ness is the excess of total assets over total liabilities; this interest is known as his 
proprietorship. Stated in equation form, assets— liabilities = proprietorship. 

John Jones, who has $3,000.00 in cash, wishes to purchase a drug store; Robert Brown, who 
owns and operates "The Central Drug Store" is willing to sell the same for $2,500.00. January i, 
Mr. Jones pays Mr. Brown $2,500.00 for which he secures all the assets of the store; these include 
drugs, medicine, and other merchandise usually offered for sale by a drug store, and a soda fountain 
with the usual equipment. He retains the $500.00 for the purpose of buying other drugs If this 
$500.00 is not sufficient to pay for the drugs purchased and these drugs are sold to him upon his 
promise to pay later, he incurs a liability. During the operations of the business his interest in the 
business is the value of all the assets belonging to the business less the liabilities. 

§ 4. The Name of an Asset or a Liability depends on its nature. Custom 
has fixed the names of the assets which usually belong to a business and the liabilities 
which are usually incurred. Money is referred to as **cash:" written promises 
(in negotiable form) of those who agree to pay money to the business, as *' notes 
receivable," and verbal promises, as ''accounts receivable;" merchandise in stock, 
as "inventory;" fixtures used in the business, as "furniture and fixtures;" written 
promises (in negotiable form) of the business to pay money at a future date, as 
"notes payable;" and verbal promises, as "accounts payable." 

§ 5. Cost and Income. When a business is organized, the owner expects 
to purchase the merchandise or other property which he sells, also to pay rent, 
salaries, advertising, etc.; these are known as costs. The owner of the business 
also expects to sell the merchandise or service which he offers for sale; the returns 
from sales are known as income. If the income be greater than the cost, the busi- 
ness has been operated at a profit; if the income be less than the cost, it has been 
operated at a loss. 

When Mr. Jones bought the drug business, he knew there would be certain costs in connec- 
tion with its operations, including rent, salaries, telephone service, purchases of merchandise, supplies 
for the soda fountain, etc. However, he was willing to assume these costs because he expected an 
income from the sales of merchandise which he purchased and from the products of his soda foun- 
tain. If at the end of the first year his costs amount to $4,000.00 and his sales to $5,000.00, he will 
have made a profit of $1,000.00 through owning and operating the drug business. 

§ 6. The Name of Each Cost and Income depends on its nature. It is 
quite evident that cost for rent and cost for merchandise purchased are of an en- 
tirely different nature; also that the income from the sale of merchandise and the 
income from the sale of service are of a different nature. Custom has fixed the 
names of the costs and income which occur in the usual operations of the business. 
Rent and salary costs are known as '^expenses;'* merchandise purchased for sale, 
as "purchases;" income from the sale of this merchandise, as *'sales;*' income 
from the use of money, as "interest;" income from the sale of services such as 
that rendered by telephone and telegraph companies, as "tolls;" and income 
from the sale of service rendered by a street railway company, as "passenger re- 
ceipts." 

§ 7. A Business Transaction is, theoretically,, an exchange of equivalent 

values; that is, the business receives an equivalent value for the material or service 

which it sells to others, and gives an equivalent value for the material or service 

which it purchases. Because of this exchange of values, each transaction will 

result in a parting with values by the business with a resulting increase of liabilities 

or income; and a corresponding receipt of value with a resulting increase of assets 

or cost. 

Mary Davis pays John Jones, the owner of The Central Drug Store, 25c for a magazine; this 
is a transaction performed by the owner because he receives cash and parts with a magazine. James 
Doyle pays the street-car conductor a fare of 8c; this is a transaction performed by the street-car 
company because it receives 8c cash for service it has rendered. 
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§8. Bookkeeping is the systematic recording of the transactions of a busi- 
ness, or of any changes which may affect the owner's interest in the business. This 
record is made (i) by writing the date, explanation, and amount of each transac- 
tion; (2) by classifying the items of the record to show values received (assets 
and costs), and values parted with (liabilities and income). 

The term "accounting" in the title of this text is usually used with the same meaning as book- 
keeping. However, there is a technical difference which will be explained later. No attempt is 
made to explain everything about bookkeeping and accounting at the beginning, because it would 
only result in confusion, and the student can better learn as he advances. 

§ 9. The Purpose of Bookkeeping for a Business is to provide a record 
of all transactions performed by the business. The owner of the business needs 
this information in order that he may know the value of the assets and liabilities 
of the business, and the cost and income resulting from its operations. The in- 
formation gained through the operations of the business in the past can be of value 
to the owner in connection with the performance of future transactions only when 
he has a complete record of the transactions performed. 

§ 10. The Purpose of Bookkeeping for an Individual whose income 
results from a salary or an investment is the same as for a business — that is, to 
assist the individual to better control his income and expenditures. If, at the end 
^f each year, the individual knows his total income for the year and his expenses 
for the year, he will be in a far better position to control future expenditures 
than if he depends on the information obtained from an actual count of the assets 
he has remaining at the end of the year. The individual who has money invested 
in property should record the cost of the property, the cost of taxes, insurance, 
repairs, etc., and the income from rent; with this information he can determine 
whether his investment is profitable. 

The individual whose income is a salary can better control his expenditures by making ap- 
propriations for those expenditures which he knows will occur, such as rent, food, clothing, amuse- 
ments, contributions, etc; this will enable him to avoid spending more for any one of these 
items than his salary will permit. This plan of making appropriations is referred to as a "budget 
system," and the list of appropriations, as a "bud&^et." The budget system is not only applicable 
to the affairs of an indiviaual, but is also applicable to the affairs of a government and a business 
concern. City, county, state, and national governments are rapidly adopting the budget system 
for the control of expenditures, and many business concerns make expenditures for advertising, 
salaries, improvements, etc., through a system of budgetary control. 

§ 11. Summary. The student needs to know bookkeeping because a 
knowledge of the subject will increase the value of his services, whether sold to 
others or used in connection with his own business. Income can be earned through 
a salary received, an investment, or the operations of a business. A business man 
is one who undertakes to provide services or commodities for which there is a de- 
mand. Assets are needed in connection with the operations of a business, and 
liabilities may be incurred. The proprietorship of a business is the value of the 
assets after the liabilities are deducted. Cost refers to expenses and purchases 
made necessary in order that the business man may have an income through the 
sales of merchandise or services. A business transaction is an exchange of equiva- 
lent values; each value involves an asset, a liability, a cost, or an income. These 
transactions are recorded in order that the owner of the business may have a record 
of them. This record is made by writing the date of the transaction, the name 
of the asset, liability, cost or income, and the value received and the value parted 
with. Every transaction affects an asset or an income and a liability or a cost. 
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QUESTIONS 

1. What is the purpose of bookkeeping? 

2. Is it advisable for a person who receives a salary for his services to keep a 

record of the transactions which he performs in connection with his affairs? 

3. Name some of the transactions which the individual would perform in con- 

nection with his affairs. 

4. Would you think it advisable for a person who receives a salary to appropriate 

fixed amounts for living expenses, clothing, charity, and savings? State 
reasons for answer. 

5. Would it be advisable for the owner of an apartment building with six apart* 

ments to keep a record of the transactions performed in connection with 
the operation of the building? Why? 

6. Name some of the transactions which the owner of the apartment building 

would perform. 

7. How would he ascertain whether the ownership of the apartments was a profit- 

able investment? 

8. Would you consider a contractor who undertakes to build houses, roads, 

sidewalks, etc., a business^ man? Why? 

9. Name some of the transactions which he would perform in connection with 

the operations of his business. * 

10. Is the payment of street car fare by the individual who rides on the car a 

business transaction from the standpoint of the street car company? 

11. Name some of the assets which would be needed and some of the liabilities 

which might be incurred in connection with the operation of a railroad. 

12. Name some of the assets and liabilities in connection with the operation of a 

grocery business. 

13. Would you consider it advisable for those in charge of a city government to 

make a record of the transactions completed in connection with its oper- 
ations? Why? 

14. Name some of the transactions which would be recorded in connection with 

the operations of a city government. 

15. Is an automobile truck, owned and used by the grocer for delivering groceries, 

one of the assets of his business? 

16. Name some of the operating costs in connection with the operations of a 

steamer which carries freight and passengers. 

17. Name some of the assets which would be needed and the liabilities incurred 

in connection with the operations of this steamer. 

18. Name some of the operating costs in connection with the publication of a 

daily newspaper. 

19. Name some of the assets and liabilities in connection with the operations of a 

newspaper. 

20. Is the farmer engaged in operating a business? 

21. Name some of the transactions which would occur in connection with the 

operations of a farm. 

22. Name some of the assets needed by the farmer and some of the liabilities he 

might incur in connection with the operations of his farm. 

23. Name some of the operating expenses which it would be necessary for the 

farmer to pay in connection with the operations of his farm. 

24. Name some of the transactions which a physician would perform in connection 

with his practice. 

25. Name three businesses of the same kind. Name three businesses of different 

kinds. 



Chapter II 

RECORDING TRANSACTIONS 

The Purpose of this and the three succeeding Chapters is to explain (a) 
the method of recording transactions in accounts with Cash, Purchases, Sales, 
persons, Expense, and the proprietor, (b) the use of the general journal, (c) the 
use of special journals, and (d) the Trial Balance. Exercises consisting of business 
transactions which have been performed are provided in order that the student 
may obtain practice in appl3ang the principles discussed in the text. 

§ 12. An Account is a systematic record of all the transactions with any 

one asset, liability, cost or income collected under a specific title; this title is the 

name of the asset, liability, cost or income. The ruled form for an account should 

contain two sides (Illustration No. i), one to show the date of the transaction 

and the value received, and the other the date of the transaction and the value 

parted with. The balance of an account is the difference between the totals of 

the two sides. An account is ''open" when the totals of the two sides are not 

equal, and "in balance" when the totals are equal. 

Illustrations Nos. i, 3, 3 and 8 in this chapter illustrate and explain the form of an account. 
Illustration No. 3 shows that at least two accounts are required to record each transaction. 

NAME OF THE ACCOUNT 



Values Received 



Values Parted With 



Year 
Month 



Day 



Explanation 



Page 



Dollars 



Cents 



Year 
Month 



Day 



Explanation 



Page 



Dollars 



Cents 



Illustration No. i, The Account. 



§ 13. Debit and Credit when used as bookkeeping terms, describe the two 
sides of an account; debit refers to the left side and credit to the right side. The 
value received in a transaction is recorded on the debit (left) side of one account, 
and the value parted with on the credit (right) side of another account. 

§ 14. The Ledger is a bound book, loose-leaf book, or cards, with rulings 
to contain a record of transactions in account form; Illustration No. 2 shows a ruled 
ledger page. The name of the account is written across the page, and each transac- 
tion recorded on the opposite sides of two accounts, as in Illustration No. 3 which 
shows a ledger with three accounts. 

The number of accounts in the ledf^er depends entirely on the nature of the operations of the 
business, and the extent of these operations. The space required for recording transactions in any 
one account depends on the number of transactions which affect the account: this space is deter- 
mined by one who is familiar with the nature of the business and the transactions performed by it. 
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10 CASH. PURCHASES AND SALES ACCOUNTS. 

CASH ACCOUNT 

§ 15. The Purpose of this Account is to show the amount of cash belong- 
ing to the business as a result of the transactions in which cash is received and 
paid. **Cash'* is a term applied to money or any commercial paper which the 
bank will accept at its face value as money. The various forms of commercial 
paper which are regarded as cash will be explained and illustrated later. 

Debit the Cash Account: Credit the Cash Account: 

If I. For cash received. If 2. For cash paid. 

If 3. The Balance of the Cash Account shows the amount of cash which 
belongs to the business as a result of the cash transactions completed; it is one of 
the assets of the business. This cash may be in the safe, in the bank for safe- 
keeping, or a part in each place. (See Illustration No. 3.) 

There are four important points relating to each account which the student should under- 
stand: (a) its purpose, (b) the transactions to be recorded on the debit side, (c) the transactions 
to be recorded on the credit side, and (d) the interpretation of its balance — that is, whether it repre- 
sents an asset, a liability, a cost, or an income. The discussion of each account in this text is 
arranged so as to emphasize these four points. 

§ 16. Proving Cash. Since the Cash account is a record of all cash received 
and paid, the balance should be the same as the cash belonging to the business. 
Cash is proved by counting the cash and comparing the amount with the balance 
of the Cash account. If there has been an error in making change, or a transaction 
affecting cash has not been recorded, it is obvious that the balance of the account 
will not be the same as the cash on hand. 

PURCHASES ACCOUNT 

§ 17. The Purpose of this Account is to show the net cost' of all the mer- 
chandise purchased for sale. Merchandise is a general term applied to goods 
bought and sold in the trading business, such as groceries, clothing, shoes, hats, 
hardware, drugs, musical instruments, jewelry, etc. 

Debit the Purchases Account: Credit the Purchases Account: 

If I. For the cost of merchandise ^2. For the cost price of merchan- 

purchased, and the transporta- dise returned to the seller, 

tion (freight, express, and post- and allowances granted by 

age), drayage, and storage him. 
cost of this merchandise. 

If 3. The Balance of the Purchases Account shows the net cost of merchandise 
purchased during the period for which the record is kept; it is one of the costs of 
the business. This balance will not, as a rule, represent the value of the merchandise 
owned by the business because the merchandise was purchased for sale and a part 
of it has probably been sold. (See Illustration No. 3.) 

SALES ACCOUNT 

§ 18. The Purpose of this Account is to show the net returns from the 
sales of merchandise. It is a record of the transactions affecting the sales of those 
articles purchased for sale, the cost of which is charged to the Purchases account. 

Debit the Sales Account: Credit the Sales Account: 

If I. For the selling price of merchan- If 2. For the selling price of merchan- 

dise returned by the customer, dise sold, 

and allowances granted to him. 

II 3. The Balance of the Sales Account shows the net returns from the sales 
of merchandise during the period for which the record is kept; it is one of the in- 
comes of the business. (See Illustration No. 3.) 
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RECORDING TRANSACTIONS DIRECT IN THE LEDGER 

§ 19. Transactions are Recorded in the order in which they occur. The 
record may be made direct in the ledger or in a separate book and transferred to 
the ledger. Illustration No. 3 shows the method of recording direct in the ledger 
the transactions outlined below and at the top of page 12. The transactions are 
those relating to the sales and purchases of merchandise for cash performed by 
the soda fountain department of The Central Drug Company during the week 
beginning July 2. 

July 2. Cash sales for the day per cash register, $39.40. 

Recorded in Illustration No. 3 on the debit side of the Cash account and credit side of 
the Sales account. 

3. Bought syrups and extracts, $5.00; Coca-Cola, $12.75; ice cream, $19.20. 

Recorded in Illustration No. 3 on the debit side of the Purchases account and credit 
side of the Cash account. 

Cash sales for the day per cash register, $50.30. 

Recorded in Illustration No. 3 on the debit side of the Cash account and credit side of 
the Sales account. 

5. Returned one gallon of ice cream purchased on the 3d, and received $2.50, 
the cost price, for the same. 

Recorded in Illustration No. 3 on the debit side of the Cash account and credit side 
of the Purchases account. 

Bought sandwiches. $12.50; flavoring, $16.40; ice cream, $20.00. 

Recorded in Illustration No. 3 as explained in § 17, K i and § 15, % 2. 

(Concluded on page 12) 
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Illustration No. 3, A Ledger Containing Three Accounts. 

EXPLANATION. The information given in connection with each transaction and the method 
of recording it is sufficient explanation of this illustration. 
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THE TRIAL BALANCE. 



(Continued from page i/.) 
July 6. Cash sales for the day per cash register, $21.50. 

Recorded in Illustration No. 3 as explained in § 15, 1[ i and § 18, ^ 2. 

7. Gave James Smith $1.50 for one-half gallon of ice cream which he re- 
turned because it was received in bad condition. 

Recorded in Illustration No. 3 as explained in {18, K i and § 15, t 2. 

Cash sales for the day per cash register, $62.50. 

Recorded in Illustration No. 3 as explained in § 15, ^ i and § 18, ^ 2. 

§ 20. A Trial Balance is a list of the open accounts in the ledger with the 
balance or the total debits and total credits set opposite the name of each account: 
its purpose is to test the equality of the debits and credits recorded in the ledger. 
The Trial Balance is usually prepared on paper with two money columns ruled at 
the right so that the debit totals or debit balances may be entered in one column, 
and the credit totals or credit balances in the other. The test is satisfactory when 
the total of the debit column on the Trial Balance equals the total of the credit 
column. Illustration No. 4 shows a Trial Balance of totals, and No. 5 a Trial 
Balance of balances prepared from the ledger in Illustration No. 3. 
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Illustration No. 4, A Trial Balance of Totals. 

EXPLANATION. This Trial Balance is prepared from the ledger in Illustration No. 3. 
The page in the ledger and the name of each account are written at the left, and the total debits 
and total credits are written in the two money columns at the right. If the Trial Balance is footed 
before it is ruled, the totals are entered in small pencil figures in the same manner as the totals in 
Illustration No 3. By comparing Illustration No. 4 with illustration No. 3, the student will observe 
that it is necessary to add the accounts in the ledger and write the totals in small pencil figures before 
preparing the Trial Balance. 
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Illustration No. 5, A Trial Balance of Balances. 

EXPLANATION. It is customary, when taking a Trial Balance of balances, to write the 
balance in the explanation column on the larger side of the account in the ledger. These balances 
are not shown in Illustration No. 3 because they are not necessary in taking a Trial Balance of totals. 



RECORDING TRANSACTIONS IN THE LEDGER. 13 

Exercise No. 1, Recording Transactions Direct in the Ledger. 

Record on ledger paper* (paper with the same ruling as Illustration No. 2) 

the following transactions performed during the month of January by J. W. 

McCormick, a dealer in musical instruments. Write the names of the three 

accounts before recording the transactions; allow twelve lines for Cash, eight 

lines for Purchases and twelve lines for Sales. The space given for each account 

includes sufficient lines for recording the transactions and one line for the name 

of the account. If one sheet of ledger paper is used for the three accounts, separate 

them by double red lines as in Illustration No. 3. 

In practice, transactions are recorded separately from the ledger and transferred to it, but 
for the purpose of instruction the first few exercises are recorded direct in the ledger. 

Jan. I. Sold for cash one piano, $450.00. 

Record on the debit side of the Cash account and on the credit side of the Sales account 
in the same manner as the transaction for July 2 is recorded in Illustration No. 3. 

2. Bought for cash one hundred Victrola records, $110.00. 

Record on the debit side of the Purchases account and on the credit side of the Cash 
account in the same manner as the first transaction for July 3 is recorded in Illus- 
tration No. 3. 

5. Sold for cash one Victrola, $225.00; records, $10.50. 

Record in one amount on the debit side of the Cash account and on the credit side of 
the Sales account in the same manner as the second transaction for July 3 is recorded 
in Illustration No. 3. 

7. Sold for cash one piano, $350.00. 

10. Sold for cash one player-piano, $500.00; rolls, $22.50. 

12. Bought for cash three Victrolas, $320.00; paid freight on the same, $52.50. 

14. Sold for cash one Victrola, $200.00; records, $42.50. 

17. Gave J. O. Smith $1.50 for a damaged record which he purchased on the 

14th and returned. 

Debit J 18, Hi; credit J 15, fa. 

18. Sold for cash one Victrola, $50.00; records, $6.50. 

20. Bought for cash one piano, $225.00; paid freight and drayage on the 

same, $42.65. 
23. Sent the damaged record returned to us on the 17th to the distributing 

agent of the records and received 90c for the same. 

Debit § 15, If 1; credit J 17, f 2. 

27. Sold for cash one Victrola, $75.00; records, $10.50. 

Bought for cash one piano, $300.00; paid freight on the same, $48.65. 

30. Received $3.50 from the railroad company to pay for overcharge on 

freight paid on the 20th. 

Debit §15, Hi; credit §17. IF 2. 

31. Sold for cash one piano, $350.00. 

When these transactions have been recorded in the three accounts, add the 
debit side and the credit side of each account, enter the totals in small pencil figures 
as in Illustration No. 3, and prove the equality of the debits and credits by a Trial 
Balance of totals as in Illustration No. 4. 

Exercise No. 2, Recording Transactions Direct in the Ledger. 

Record on ledger paper* the following transactions performed during the week 
beginning May 28 by Charles Smith, a butcher. Allow space for the accounts as 
follows: Cash, ten lines; Purchases, eight lines; Sales, nine lines. 

May 28. Cash sales for the day per cash register, $42.85. 

{Concluded on page 14) 

*NOTE. The exercises in the text are not to be recorded in the books of account provided 
for the practice set. Unless special blanks, marked *'For Exercises in the Text," are provided, the 
student should use loose sheets of ruled paper. Present exercises for approval as directed on the 
direction card or as directed by the instructor. 
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Exercise No. 2 — {Continued from page ij,) 

May 29. Bought meat for cash, $22.50. 

Cash sales for the day per cash register, $35.60. 

30. Paid the express company $20.00, $18.75 oi which was for a cash 

purchase of lard and $1.25 for express charges on the same. 
Cash sales for the day per cash register, $4525. 

31. Gave Mrs. R. K. Polk $1.10 cash for a steak which she returned because 

it was not satisfactory. 
June I. Bought meat for cash, $57.50. 

Cash sales for the day per cash register, $49.90. 
2. Received $3.50 from the Central Provision Co. for lard which we returned 
as per agreement. 
Bought meat for cash, $36.40. 
Cash sales for the day per cash register, $72.19. 
When these transactions have been recorded in the three accounts, add the 
debit side and the credit side of each account, enter the totals in small pencil figures, 
and prove the equality of the debits and credits by a Trial Balance of totals as in 
Illustration No. 4. 

Exercise No. 3, Recording Transactions Direct in the Ledger. 

Record on ledger paper the following transactions performed during the week 
beginning September 15 by Shepherd Young, who conducts the Central Cafeteria. 
Allow space for the accounts as follows: Cash, eleven lines; Purchases, nine lines; 
Sales, ten lines. 

Sept. 15. Paid cash for meat, $25.50; bread, $4.75. 
Received for cash sales, $37.55. 

16. Paid cash for vegetables, $12.80. 
Received for cash sales, $32.65. 

17. Paid cash for canned goods, $13.75; meat, $15.00; bread, $5.50. 
Received for cash sales, $29.90. 

18. Received cash, $2.50, for canned goods returned by us as per agreement. 
Received for cash sales, $31.55. 

19. Paid cash for meat, $9.75; bread, $3.40. 
Received for cash sales, $27.90. 

20. Paid cash for vegetables, $13.50; bread, $5.60; butter, $7.55. 
Received for cash sales, $44.59. 

Complete in the same manner as instructed at the conclusion of Exercises 
Nos. I and 2. 

§ 21. A Book of Original Entry is one ruled to contain a record of business 
transactions arranged chronologically, that is, in the order of their occurrence. 
The information given in connection with the record of each transaction in a book 
of original entry should be arranged so that the value received and the value parted 
with may be transferred to the accounts in the ledger. The method of recording 
transactions in book of original entry is illustrated and explained in this and suc- 
ceeding chapters. 

The purpose of a book of original entry is to provide a basis for the information recorded in 
the ledger. When transactions are recorded direct in the ledger it is difficult to detect errors because 
there is no complete record of each transaction in one place. Should the bookkeeper fail to record 
a debit or a credit he might have difficulty in locating the error. 

§ 22. The Journal is a book of original entry. The ruling is shown in Illus- 
tration No. 6 and the method of recording transactions on this ruling, in Illustra- 
tion No. 7. A comparison of these two illustrations shows that space is provided 
for the name of the account debited and the amount (value received), the name 
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Illustration No. 6, Ruling for a Page in the Journal. 



EXPLANATION. The purpoee of the ruling in this journal can be understood better by 
comparing it with that in Illustration No. 7, which contains the same form of ruling with trans- 
actions recorded. The student will observe that debits and credits are indicated by the position 
of the writing and figures. 

of the account credited and the amount (value parted with), and the explanation 
of the transaction ; this explanation should be so worded that one who is familiar 
with accounting may know that the values received and the values parted with 
have been correctly expressed in the record. 

1[ I . Journalizing is the analysis of transactions to determine which accounts 
shall be debited and which credited; and the recording of the names of the accounts 
debited and credited with the amounts in a book of original entry. 

§ 23. Posting from the Journal is transferring the amounts from the 
journal to the accounts in the ledger. Each amount in the first money column is 
posted to the debit side of the account written on the same line with it, and each 
amount in the second money column is posted to the credit side of the account 
written on the same line with it. The posting is indicated by writing the letter 
**J" and the page of the journal in the folio column in the ledger, and the page of 
the account in the ledger in the folio column in the journal. The amounts recorded 
in the journal are posted to the ledger in the same order as they appear in the 
journal; the purpose of posting is to provide in the ledger, through accounts, a 
complete history of all the transactions with each asset, liability, cost and income. 

The transactions recorded in Illustration No. 7, when posted to the ledger accounts, will 
appear as in Illustration No. 8, and a Trial Balance from these ledger accounts will appear as in 
Illustration No. 4 or No. 5. 



RECORDING TRANSACTIONS IN THE JOURNAL 

§ 24. Transactions Are Recorded in the Journal in the order in which 
they occur. A complete record of a transaction in the journal shows the date 
of the transaction, the name of the account debited and the amount, the name of 
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the account credited and the amount, and the explanation. This explanation is 
for the information of the bookkeeper or any person who may have occasion to 
examine the record. The record should show a distinction between debits and 
credits to facilitate posting. 

The following transactions affecting the purchases and sales of merchandise 
for cash, performed by the soda fountain department of the Central Drug Co. during 
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Illustration No. 7, A Journal Page with Transactions Recorded on It. 

EXPLANATION. The transactions shown recorded here are outlined on pages 17 and 18. 
The ledger accounts resulting from posting are shown in Illustration No. 8. 
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the week beginning July 2, are shown recorded in the journal in Illustration 
No. 7 and posted to the ledger in Illustration No. 8. These transactions are the 
same as those beginning on page 11. 

July 2. Cash sales for the day p>er cash register, $39.40. 

Recorded in the first entr>' in Illustration No. 7. The position of the writing and figures 
shows that Cash is debited and Sales credited. 

3. Bought syrups and extracts, $5.00; Coca-Cola, $12.75; ice cream, $19.20. 

Recorded in the second entry in Illustration No. 7. The position of the writing and 
figures shows that Purchases is debited and Cash credited. 

Cash sales for the day per cash register, $50.30. 

Recorded in the third entry in Illustration No. 7. The position of the writing and figures 
shows that Cash is debited and Sales credited. 

5. Returned one gallon of ice cream purchased on the 3d, and received $2.50, 
the cost price, for the same. 

Recorded in the fourth entry in Illustration No. 7. § 15, H i is debited and § 17, ^ 2 
credited. 

{Concluded on page 18.) 
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Illustration No. 8, A Ledger with Three Accounts Resulting from Posting. 

EXPLANATION. The accounts in this ledger are the result of posting the transactions 
record^ in the journal, Illustration No. 7. A comparison of the two illustrations shows that each 
amount entered in the first column of the journal is posted to the debit side of the account written 
on the same line with it, and each amount entered in the second column of the journal is posted to 
the credit side of the account written on the same line with it. The posting is indicated by writing 
the journal page (i) in the ledger, and the ledger page (i) in the journal. 
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(Continued from page 17.) 
July 5. Bought sandwiches, $12.50; flavoring, $16.40; ice cream, $20.00. 

Recorded in the fifth entry in illustration No. 7. § 17, If i is debited and § 15, t 2 
credited. 

6. Cash sales for the day per cash register, $21.50. 

Recorded in the sixth entry in Illustration No. 7. § 15, If i is debited and § 18, ^2 
credited. 

7. Gave James Smith $1.50 for one-half gallon of ice cream which he re- 

turned because it was received in bad condition. 

Recorded in the seventh entry in Illustration No. 7. § 18, ^ i is debited and § 15, If 2 
credited. 

Cash sales for the day per cash register, $62.50. 

Recorded in the eighth entry in Illustration No. 7. § 15, H i is debited and § 18, If 2 
credited. 

Exercise No. 4, Recording Transactions in the Journal and Posting. 

Record on journal paper* (paper with the same ruling as Illustration No. 6) 
the following transactions performed during the month of March by Robert Smith, 
a dealer in used automobiles: 

March i. Sold A. L. Lott a used Chandler for $840.00 cash. 

3. Bought a used Ford from W. H. Roland for $250.00 cash. 
8. Sold W. W. Jones a used 1920 Franklin for $925.00 cash. 
15. Bought a used Packard from Robert MacFarland for $980.00 cash. 
19. Sold Davis Bros, the used Packard purchased on the 15th, for $1,200.00 

cash. 
25. Bought a used Hudson from David Browning at Danville for $950.00 

cash; paid Charlie Smith $25.00 for delivering this car. 
31. Sold B. M. Morris the used Hudson purchased on the 25th, for 

$1,250.00 cash. 

When the above transactions have been recorded in the journal as instructed, 
open accounts on a sheet of ledger paper with Cash (8), Purchases (7), and Sales 
(8), allowing for each account the number of lines indicated by the number given 
in parenthesis after the name of the account; post the transactions, and prove the 
posting by a Trial Balance of balances. 

Exercise No. 5, Recording Transactions in the Journal and Posting. 

Record on journal paper* the following cash transactions performed by the 
H. F. Ritter Electric Co. during the month of August: 

Aug. I. Sold M. N. Stewart a No. 9 electric washer, $135.50. 

2. Sold A. L. Graham three Solvay electric fans, $99.75. 

5. Bought three electric lamps from the General Electric Co., $85.70. 

9. Received $275.00 from the Dowell Construction Co. in payment for 
one No. 10 electric washer. 

12. Bought two electric washers from the General Electric Co., $325.00. 

16. Sold Mrs. J. M. Taylor one electric iron, $13.50. 

18. Sold Mrs. A. L. Day one electric lamp, $42.50. 

21. Gave H. L. Jones $5.50 for an electric iron which he purchased for cash 
and returned per agreement. 

{Concluded on page ig.) 
•See note at bottom of page 13. 



QUESTIONS ON RECORDING TRANSACTIONS. 19 

(Continued from page 18.) 

Aug. 25. Sold Dr. C. C. Doyle one No. 5 electric pad, $22.50; one No. 6 Violet 

Ray machine, $35.00. 
26. Sold E. E. Erblang one No. 10 electric flashlight, $2.50; one extra battery 

for the same, 50c. 
28. Received $12.50 from the General Electric Co. for a lamp which we 

purchased from them on the 5th, but returned because it was not the 

kind ordered. 
31. Gave E. E. Erblang $3.00 for the flashlight and battery sold him 

on the 26th and returned per agreement. 

When the above transactions have been recorded in the journal as instructed, 
open accounts on a sheet of ledger paper with Cash (12), Purchases (6), and Sales 
(11), allowing for each account the number of lines indicated; ix)st the transac- 
tions, and prove the posting by a Trial Balance of totals. 

Exercise No. 6, Recording Transactions in the Journal and Posting. 

Record on journal paper the following transactions performed during the 
month of March by Martin R. Daley, a retail furniture dealer: 

March* i. Sold for cash one bedroom suite, $175.00; one dining room suite, 

$196.50. 
5. Paid cash for furniture purchased, $209.60. 
10. Paid $18.75 cash, freight on furniture purchased. 

12. Received cash for six rugs sold, $205.75. 
Paid cash for furniture purchased, $172.60. 

15. Gave a customer cash, $5.50, for a chair returned as per agreement. 

18. Paid cash for furniture purchased, $82.50. 

21. Received $14.75 cash for three small rugs returned by us to the seller 
as per agreement. 

25. Sold for cash one refrigerator, $55.00; ^one gas range, $47.50; one 
kitchen cabinet, $65.00. 

30. Paid the American Railway Express Co. cash, $2.50, for express 
charges on furniture purchased. 

When the above transactions have been recorded in the journal as instructed, 
open accounts on a sheet of ledger' paper with Cash (10), Purchases (9), and Sales 
(7), allowing for each account the number of lines indicated; post the transactions 
and prove the posting by a Trial Balance of balances. 

QUESTIONS 

1. What is the 'purpose of an account? 

2. In what order are the transactions recorded? 

3. State the two methods of recording transactions. 

4. How is a cksh sale recorded (a) in the journal and (b) direct in the ledger? 

5. Which is preferable, a bound book or a loose-leaf book? 

6. If a merchant wishes to know the total sales of merchandise for any given 

number of months, from which book of account would he obtain the 
information? from what account? 

7. If a drug store has five departments, would it be necessary to maintain a Cash 

account for each department? Give reasons for your answer. 

8. Would it be necessary to keep a separate record of the sales made by each of 

the five departments mentioned in Question No. 7? 
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9. If you were keeping books for a local merchant and, when you proved cash at 
the close of January 10, you found that you had $2.00 more cash than the 
amount shown by the Cash account, what entry would you make for the 
$2.00? 

10. Why will the Sales account always show a credit balance? 

11. Why will the Purchases account always show a debit balance? 

12. Why will the Cash account always show a debit balance? 

13. Why does the Trial Balance prove that the total debits equal the total credits 

in the ledger? 

14. If $10.00 cash is received for a sale of merchandise and the amount is erro- 

neously entered on the credit side of the Purchases account instead of the 
Sales account, how would it affect the Trial Balance? 

15. How would the error mentioned in Question 14 affect the balance of the Pur- 

chases account? the Sales account? 

16. If the debits and credits on the Trial Balance are not equal, how does the book- 

keeper who has recorded the transactions separate from the ledger ascertain 
the error? 

17. Why is it advisable to give an explanation of each entry in the journal? 

18. If $10.10 cash is received for merchandise sold and recorded in the journal as 

Cash, Dr., $10.00, and Sales, Cr., $10.10, what effect will this have on the 
Trial Balance if the entry is posted as recorded? 

19. What does a telephone company sell? 

20. Would these sales be recorded in a Sales account? 

21. Would the bookkeeper for a city government have a Sales account in his 

ledger? 

22. Would the farmer who keeps a record of the transactions he performs have a 

Sales account in his ledger? 

23. If a merchant discontinues business and sells all the merchandise which he 

owns, what will the balance of the Sales account show? 

« 

24. Under the conditions mentioned in Question No. 23, what would the balance 

of the Purchases account show? 

25. If a grocer buys an automobile truck to be used in delivering merchandise, 

would the value of this truck be debited to the Purchases account? Give 
reasons for your answer. 



Chapter III 

RECORDING TRANSACTIONS— Continued 

§ 25. Purchases and Sales of Merchandise on Account. When the 
owner of a business purchases merchandise with the agreement that it is to be. 
paid for at a later date, he incurs an obligation or a liability. The transaction 
will be recorded in the same manner as if he had paid cash except the name of the 
person or business from whom the merchandise is pui chased will be credited in 
place of cash; when the obligation is paid as per agreement, the account with the 
person or business will be debited and Cash credited. The value received in the 
first transaction is the merchandise purchased, and the value parted with, the 
promise to pay the liability incurred. The value received in the second transaction 
is the cancellation of the obligation, and the value parted with, the cash. 

When the owner of a business sells his merchandise with the agreement that 
it is to be paid for at a later date, he extends credit to the one who purchases the 
merchandise. A transaction of this nature will be recorded in the same manner 
as when cash is received, except that the name of the person who purchases the 
merchandise will be debited instead of Cash; when the owner of the business re- 
ceives cash from the one to whom he has extended credit, he debits Cash and credits 
the account with the person. The value received in the first transaction is the 
promise of the person to whom the merchandise is sold, and the value parted with, 
the merchandise; the value received in the second transaction is cash, and the 
value parted with, the cancellation of the obligation of the one to whom the mer- 
chandise was sold. 

Purchases and sales of merchandise where cash is not involved are referred to as "on account/' 
possibly because the account with the person takes the place of cash until the amount is paid. The 
owner of the business regards those who extend credit to him as his creditors, and those to whom 
he extends credit as his customers; the term "customer" also applies to those from whom cash is 
received at the time the sale is made. | 

ACCOUNTS WITH PERSONS 

§ 26. Accounts with Persons are those required when credit is extended 
to the business through the purchase of merchandise, or when the business extends 
credit to its customers through the sale of merchandise. Accounts with persons 
are dividad into two classes: one (accounts with customers) shows the result of 
transactions with the persons to whom the business sells merchandise or other 
assets on account, usually referred to as "accounts receivable"; and the other 
(accounts with creditors) shows the result of transactions with those from whom 
merchandise is purchased on account, usually referred to as ''accounts payable." 

ACCOUNTS RECEIVABLE 

§ 27. The Purpose of an Account with a Customer is to show the balance 
due from the customer as a result of the transactions in which the business sells 
merchandise to him on account. When a customer pays cash for merchandise, 
it is not necessary to record the transactions in an account with him; but when 
he buys and does not pay cash, it is necessary to record the date and amount of 
the sale in an account with him so that the owner may know the amount the cus^ 

21 
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tomer owes him when settlement is desired. A separate account is kept with each 
customer because the owjier of the business should know the amount due from 
each customer to whom he sells on account as well as the total amount due from 
all customers. The address of each customer should be given in connection with 
the title of his account; this includes street, number, city, and state. 

Debit the Account of Each Custotner: Credit the Account of Each Customer: 

% I. For the selling price of merchan- ^ 2. For the cash or other assets re- 

dise sold to him on account, ceived from him to apply on ac- 

and for prepaid transporta- count, and for the amount of 

tion charges if the terms of any allowance or deduction 

sale do not include delivery. granted to him. Partial pay- 

ments are indicated as ex- 
plained in f 5. 

If 3. The Balance of an Account Receivable shows the amount the customer 
owes the business. It is one of the assets of the business. The debit side will be 
the larger unless the customer should pay for more than he has purchased. When 
the two sides are equal, his account is said to be in balance; this indicates that he 
has paid for all the merchandise sold him on account. 

K 4. Ruling an Account Receivable, When the account with a customer is 
in balance, it should be ruled with a single red line on each side, across the money 
columns only, as in the account with Walter Rogers in Illustration No. 9; the 
lines should be drawn on the same blue line on each side when possible. If there 
are a number of debits or credits, the two sides should be footed with small pencil 
figures to prove that they are equal before ruling as in the account with People's 
Hotel on page 71. The use of red ink for ruling is not arbitrary but it is customary 
for bookkeepers to use it, hence its use in the illustrations. 

K 5. Partial Payments, A debtor has the right, by law, to indicate on what 
item his payment shall be applied. Thus if he owes several amounts and wishes 
the payment to be applied to any one particular amount, and indicates this, the 
credit must be applied on that amount. In cases of this kind the bookkeeper 
should indicate \he amount on which the credit is applied by placing a letter at 
the left of the amount of the item on the debit side, and placing the same letter to 
the left of the amount of each payment on the credit side. It is best to begin with 
"a" and continue with as many letters as may be required for payments on different 
debits. The letters are not necessary when an item is paid in full by one payment, 
and the account is ruled. If the payments are indicated by letter as explained, 
the bookkeeper can ascertain the amount due for any one sale without referring 
to a book of original entry. The use of the letters as explained here isJllustrated 
in the personal accounts on pages 70, 71 and 72. 

Those to whom the business sells merchandise on account are referred to as "trade customers" 
and those from whom it buys merchandise on account as "trade creditors." Property other than 
merchandise may be bought or sold on account; such sales and purchases are recorded in personal 
accounts in the same manner as sales and purchases of merchandise. 



ACCOUNTS PAYABLE 

§ 28. The Purpose of an Account with a Creditor is to show the balance 
due from the creditor as a result of the transactions in which the business buys 
merchandise from him on account. When merchandise is purchased for cash, no 
account with the one from whom it is purchased is necessary because the transac- 
tion is completed; but when the business buys on account, it is necessary to keep 
a record of such transactions in order that the owner may know the amount he 
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owes at the time settlement is made. A separate account is kept with each 
creditor because the owner of the business should know the amount he owes 
each creditor as well as the total amount due all creditors. 

Debit the Account of Each Creditor: Credit the Account of Each Creditor: 

IT I. For cash or other assets of the If 2. For the cost of merchandise 
business given him to apply purchased from him on ae- 
on account, and for any al- count, and for prepaid trans- 
lowance or deduction granted portation charges if the terms 
to the business by him. Partial of purchase do not include 
payments are indicated as delivery, 
explained in § 27, ^ 5. 

If 3. The Balance of an Account Payable shows the amount the business 
owes the creditor. The credit side will be the-larger unless the business should pay 
a creditor more than it owes him. The balance due a creditor is one of the verbal 
obligations of the business, hence a liability. 

If 4. Ruling an Account Payable. The account with a creditor is ruled in 
the same manner as an account with a customer, as described in § 27, % 4. 

% 5. Partial Payments should be indicated by letter as explained in § 27, 
If 5. This enables the bookkeeper to ascertain the balance due on any one purchase 
without referring to a book of original entry. 



RECORDING TRANSACTIONS DIRECT IN THE LEDGER 

§ 29. Transactions with customers and creditors on account may be 
recorded direct in the ledger in the same manner as cash transactions. When 
credit is extended to a customer of the business, his promise to pay the amount of 
the sale is recorded on the debit side of his account as the value received, and the 
value of the merchandise sold, on the credit side of the Sales account in the same 
manner as a cash sale. When credit is extended to the business, the cost of the 
merchandise purchased is recorded on the debit side of the Purchases account in 
the same manner as a cash purchase, and the same amount is recorded on the credit 
side of the creditor's account because the promise of the owner of the business to 
pay for the merchandise bought is regarded as the value parted with. The account 
with a customer remains on the ledger as an asset, and that with a creditor as a 
liability, until settlement is made, either with cash or some other asset. 

The following transactions affecting the purchases and sales of merchandise 
for cash and on account, performed by J. H. Henderson, a retail furniture dealer, 
during the month of November, are shown recorded direct in accounts with Cash, 
customers, creditors, Purchases, and Sales in Illustration No. 9 and a Trial Balance 
of totals made from the accounts, in Illustration No. 10. 

Nov. I. Purchased furniture from the Consolidated Furniture Co., Grand 

Rapids, on sixty days* time, $215.75. 
2. Sold C. H. Powers, Arlington, on account, one bedroom suite, $125.00. 
6. Sold Walter Rogers, City, on account, one hatrack, $22.50. 
12. Received cash for furniture sold today, $625.50. 
14. Paid the Consolidated Furniture Co. $100.00 on account. 
20. Received $22.50 from Walter Rogers in payment for the hatrack sold 
him on the 6th. 

25. Received $25.00 from C. H. Powers to apply on account. 

26. Sold C. H. Powers on account three leather rockers at $25.50 each. 
29. C. H. Powers returned one rocker and was allowed credit for $25.50. 
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tomer owes him when settlement is desired. A separate account is kept wi 
customer because the owjier of the business should know the amount «' 
each customer to whom he sells on account as well as the total amount ■ 
all customers. The address of each customer should be given in connr 
the title of his account; this includes street, number, city, and state. 



Debit the Account of Each Customer: 

^ I. For the selling price of merchan- 
dise sold to him on account, 
and for prepaid transporta- 
tion charges if the terms of 
sale do not include delivery. 



Credit the Account of Eao. 

^ 2. For the cash or otli 
ceived from him t 
count, and for • 
any allowance 
granted to hi» 
ments are i- 
plained in ^ 



H 3. The Balance of an Auount Receivable shows the an 
owes the business. It is one of the assets of the business. T^ 
the larger unless the customer should pay for more than he h 
the two sides are equal, his account is said to be in balance : 
has paid for all the merchandise sold him on account. 

If 4. Ruling an Account Receivable. When the acc^ 
in balance, it should be ruled with a single red line on e.t 
columns only, as in the account with Walter Rogers i 
lines should be drawn on the same blue line on each si 
are a number of debits or credits, the two sides shouM 
figures to prove that they are equal before ruling as 
Hotel on page 71. The use of red ink for ruling is n« 
for bookkeepers to use it, hence its use in the illust - 

If 5. Partial Payments, A debtor has the r' 
item his payment shall be applied. Thus if he 
the payment to be applied to any one particu' 
credit must be applied on that amount. It* 
should indicate •the amount on which the ct 
the left of the amount of the item on the d( ' 
the left of the amount of each payment on 
**a" and continue with as many letters as • 
debits. The letters are not necessary wl 
and the account is ruled. If the payi 
the bookkeeper can ascertain the am 
to a book of original entry. The usi 
in the personal accounts on pages 7 

Those to whom the business sells m 
and those from whom it buys merchan 
merchandise may be bought or sold on 
accounts in the same manner as sal 



§ 28. The Purpose 

due from the creditor 
merchandise from hin- 
account with the om 
tion is completed ; i 
a record of such tr 
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Illustration No. 9, A Ledger with Six Accounts. 

EXPLANATION. This illustration is in the same form as Illustration No. 3, with the 
exception of three additional accounts, two with customers and one with a creditor. A comparison 
of the transactions with the record will show that the value received in each is recorded on the debit 
side, and the value parted with on the credit side. The "60 days" in the explanation column of 
the account with the Consolidated Furniture Co. refers to the time when payment is to be made. 
Since the purchase is on November i, payment will be expected on December 31. When no specific 
time of settlement is mentioned, the purchase or sale is sometimes referred to as "on account," 
and settlement is usually required on the first of the month following the purchase or sale. 
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Illustration No. 10, A Trial Balance of Totals. 

EXPLANATION. This Trial Balance, which is prepared from the ledger in Illustration No. 
9, is the same form as Illustration No. 4 with the addition of two personal accounts. By com- 
paring this illustration with Illustration No. 9, it will be observed that the account with Walter 
Rogers does not appear on the Trial Balance. The reason for this is that the amounts recorded 
on the debit and credit sides are equal. This explains the statement in { 20 that only the open 
accounts in the ledger appear on the Trial Balance. 

Exercise No. 7, Recording Transactions Direct in the Ledger. 

Record on ledger paper* the following transactions performed during the month 
of October by J. J. Hammond, a retail shoe dealer. Allow space for the accounts as 
follows: Cash, ten lines; Purchases, ten lines; Sales, ten lines; J. C. Mason, 
Walter Love, J. C. Miller, Robert Whitacre, W. O. Crosswhite, Davis Bros., and 
Smith Shoe Co., each four lines. Give each customer and creditor a local address. 

Bought shoes from W. O. Crosswhite on account, $187.65. 

Sold J. C. Mason on account one pair of shoes, $11.50. 

Bought shoes from Davis Bros, on account $281.36. 

Received for cash sales of shges, $127.50. 

Paid W. O. Crosswhite $100.00 on account. 

Sold Walter Love on account six pairs of shoes, $56.50. 

Bought shoes from the Smith Shoe Company on sixty days' time, $211 .85. 

Received for cash sales of shoes, $97.50. 

Paid W. O. Crosswhite $87.65 in full of account. 

Sold J. C. Miller on account two pairs of shoes, $25.25. 

Received for cash sales of shoes, $106.95. 

Allowed Walter Love credit for one pair of shoes returned, $17.50. 

Bought shoes from W. O. Crosswhite on account, $321.85. 

Paid $82.50 for shoes purchased and delivered today. 

Paid Mrs. W. C. Davis $6.00 for a pair of shoes returned for which she 

had paid cash when sold to her. 
Received $39.00 from Walter Love in full of account. 
Paid the Smith Shoe Company $25.00 on account. 
Received for cash sales of shoes, $88.90. 

Paid the Santa Fe Railroad $65.50 for freight on shoes purchased. 
Sold Robert Whitacre one pair of shoes on account, $15.00. 
Bought shoes from the Smith Shoe Company on sixty days' time, $175.75. 
Davis Bros, allowed us credit for $62.50 for shoes returned to them. 

When these transactions have been recorded in the accounts, prove the equality 
of the debits and credits by a Trial Balance of totals. 



Oct. 2. 

3. 

5. 

7. 

9. 
10. 

II. 
12. 

13. 
14. 

16. 

17. 

18. 

19. 
20. 

23. 

25. 
26. 

27. 

28. 

30. 

31. 



*See note at the bottom of page 13. 
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Exercise No. 8, Recording Transactions Direct in the Ledger. 

Record on ledger paper the following transactions performed by F. B. Bellis, 
a retail candy merchant, during the week beginning July 5. Allow space for the 
accounts as follows: Cash, ten lines; Purchases, ten lines; Sales, ten lines; 
Candy Kitchen, seven lines; Robert Farland, five lines; Norway Candy Co., six 
lines; R. H. Hunter, five lines. Give each person a local street address. 

July 5. Purchased from the Candy Kitchen, City, on account, $65.84. 
Cash sales for the day, $62.48. 

6. Paid cash for nuts purchased, $9.50. 
Cash sales for the day, $55.80. 

7. Sold Robert Farland, City, on account, six boxes of candy at* $2.75. 
Purchased from the Norway Candy Co.. City, on account, $32.75. 
Cash sales for the day, $41.90. 

8. Paid the Candy Kitchen $50.00 on account. 

Paid a customer $1.00 for a box of candy which he had purchased for 

cash and returned per agreement. 
Cash sales for the day, $41.80. 

9. Received $10.00 from Robert Farland on account. 

Sold R. H. Hunter, City, on account, twelve boxes of candy at* $2.25. 
Purchased from the Candy Kitchen, City, on account, $61.50. 
Cash sales for the day, $52.80. 
10. Paid cash for chewing gum, $5.00. 

Paid the Candy Kitchen $25.00 on account. 

Purchased from the Norway Candy Co., City, on account, $26.95. 

Returned to the Candy Kitchen six boxes of candy purchased on the 9th 

and received credit for the same at $1.75 per box, the cost price. 
Cash sales for the day, $101.19. 

When these transactions have been recorded in the accounts, prove the equality 
of the debits and credits by a Trial Balance of balances. 

RECORDING TRANSACTIONS IN THE JOURNAL 

§ 30. Transactions with customers* and with creditors may be recorded in 
the journal in the same manner as cash transactions. When credit is extended to 
a customer, his name is written in the journal as the account debited, and the 
Sales account credited; when credit is extended to the business, the Purchases 
account is debited, and the name of the creditor is written as the account credited. 
.The owner should have a record of the articles sold on account; this information 
may be obtained by retaining a copy of the list given the customer, or writing the 
names of the articles in connection with the explanation in the journal. It is not 
necessary to itemize the articles purchased in the explanation of the transaction 
in the journal because the creditor provides a list of these articles. 

The following transactions affecting the purchases and sales of merchandise 
for cash and on account, performed by J. H. Henderson, a retail furniture dealer, 
during the month of November, are shown recorded in the journal in Illustration 
No. II and posted to the ledger in Illustration No. 12. These transactions are 
the same as those on page 23. 

Nov. I. Purchased furniture from the Consolidated Furniture Co., Grand 

Rapids, on sixty days* time, $215.75. 
2. Sold C. H. Powers, Arlington, on account, one bedroom suite, $125.00. 
6. Sold Walter Rogers, City, on account, one hatrack, $22.50. 

{Concluded on page 28.) 

•NOTE. The word "at," appearing before the price, indicates that this price is per unit; 
if this word does not appear, the price given applies to the quantity mentioned. "Six boxes candy 
at $2.75" means that the amount of the sale is $16.50. "Six boxes candy, $2.75," means that the 
amount of the sale is $2.75. 
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Illustration No. 11, A Journal Page with Transactions Recorded on It. 

EXPLANATION. The numbers in the folio column indicate the page of the ledger to which 
each entiy is posted. These numbers are not entered when the transactions are recorded in the 
journal, but at the time the amounts are posted to the ledger accounts. 
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Nov. 12. 

14. 

20. 

25. 
26. 

29. 



(Continued from page 26.) 
Received cash for furniture sold today, $625.50. 
Paid the Consolidated Furniture Co. $100.00 on account. 
Received $22.50 from Walter Rogers in payment for the hatrack sold 

him on the 6th. 
Received $25.00 from C. H. Powers to apply on account. 
Sold C. H. Powers on account three leather rockers at $25.50 each. 
C. H. Powers returned one rocker and was allowed credit for $25.50. 
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Illustration No. 12, A Ledger with Six Accounts Resulting from Posting. 

EXPLANATION. The transactions in this ledger were not recorded direct in it, but were 
recorded in the journal shown in Illustration No. 11 and posted, as indicated by the figures in 
the folio column of each account. Compare with Illustration No. 9 and note the additional infor- 
mation. A Trial Balance of totals taken from this ledger would be the same as Illustration No. 10 
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Exercise No. 9, Recording Transactions in the Journal and Posting. 

Record on journal paper the following transactions performed by the Central 
Paper Co. during the month of February. Give each customer and creditor a 
local address. 

Feb. I. Purchased paper from the Whiting Paper Co. on account, $350.00. 

2. Sold paper to the Federal Press on account, $126.50. 

3. Received $352.10 for paper sold today. 

5. Purchased envelopes from the U. S. Envelope Co. on account, $207.60. 

6. Received $126.50 from the Federal Press in full of account. 

7. Sold paper to C. J. Krehbiel & Co. on account, $200.25. 
9. Paid the Whiting Paper Co. $150.00 on account. 

12. Purchased paper from the Whitaker Paper Co. on account, $409.37. 

14. Paid $106.16 for freight and drayage bills to date. 

16. Sold paper to C. W. Ogden on account, $98.66. 

19. Received credit from the U. S. Envelope Co. for $36.50, value of en- 

velopes returned by us per agreement. 

20. Received for cash sales of paper today, $191.96. 

21. Received $200.25 from C. J. Krehbiel & Co. in full of account. 

23. Sold paper and envelopes to the Federal Press on account, $161.52. 

24. Allowed C. W. Ogden credit for paper returned, $12.50. 

26. Paid the Herrlinger Paper Co. $76.60 for paper delivered today. 

27. Sold paper and. envelopes to C. J. Krehbiel & Co. on account, $112.60. 

28. Paid the U. S. Envelope Co. balance due on account, $171.10. 
Received $40.00 from C. W. Ogden on account. 

When the above transactions have been recorded in the journal as instructed, 
open accounts on a sheet of ledger paper with Cash (9), Purchases (9), Sales (11), 
Federal Press (5), C. J. Krehbiel & Co. (5), C. W. Ogden (5), Whiting Paper Co. 
(5), U. S. Envelope Co. (5), Whitaker Paper Co. (5), allowing for each account the 
number of lines indicated; post the transactions, and prove the posting by a Trial 
Balance of totals. 



Exercise No. 10, Recording Transactions in the Journal and Posting. 

Record on journal paper the following transactions performed during the 
month of May by J. O. Cutshaw, an automobile tire dealer: 

May I. Purchased from the Goodyear Tire Co., City, on account, $355.00. 

3. Received cash for four Goodyear 33 x 4 cord tires, $215.60. 

5. Purchased from the Goodrich Tire Co., City, on account, $525.50. 

Sold the Central Grocery Co., City, on account, two Ford tires, $32.65. 

7. Received cash for one 35 x 5 Silvertown cord tire, $67.50. 

10. Paid the Goodyear Tire Co. $200.00 on account. 

12. Sold I. W. Walker, City, on account, four Miller cord tires at $52.45. 

13. Gave I. W. Walker credit for one of the tires sold him on the 12th and 

returned by him today per agreement. 

14. Received for cash sales of tires, $278.50. 

16. Received $32.65 from the Central Grocery Co. in full of account. 

20. 5>old W. L. Watson, City, on account, two 33 x 4 Fisk cord tires at 
$48.00; these tires are not carried in stock and were purchased from 
the Fisk Tire Co., City, on account, at $36.00. » 

Record the sale and purchase as separate transactions. 

(Concluded on page 30.) 
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(Exercise No. lo — Continued from page 2Q.) 

May 25. Sold David Jordan, City, on account, two 32 x 4 Silvertown cord tires 

at $41.60 each. 

26. Paid the Goodrich Tire Co. $200.00 on account. 

27. Received $50.00 from W. L. Watson to apply on account. 

28. Paid the Fisk Tire Co. $72.00 in full of account. 

Returned to the Goodrich Tire Co. two 32 x 4 fabric tires and received 
credit for $34.60. 
31. Received for cash sales of tires, $315.50. 

Purchased from the Goodyear Tire Co., City, on account, $452.40. 

When the above transactions have been recorded in the journal as instructed, 
open accounts on a sheet of ledger paper with Cash (10), Purchases (8), Sales (12), 
Goodyear Tire Co. (5), Goodrich Tire Co. (4), Fisk Tire Co. (4), Central Grocery 
Co. (4), I. W. Walker (4), W. L. Watson (4), David Jordan (4), allowing for each 
account the number of lines indicated ; post the transactions, and prove the posting 
by a Trial Balance of balances. 



QUESTIONS 

1. If a merchant buys merchandise on March 2, 1922, with the privilege of 

paying for the same within sixty days, on what date will he be required to 
pay the amount? 

2. Why is it not necessary to keep an account with the person to whom the 

business sells for cash? 

3. Is an amount due from a customer one of the assets of the business? 

4. Would you consider the asset of the business described as "Accounts Receiv- 

able" as valuable as the asset described as "Cash"? Give reasons. 

5. Distinguish between the meaning of the terms "creditor" and "customer." 

6. Why is it necessary for the bookkeeper to indicate payments made to apply 

on merchandise purchased or sold on a designated date? 

7. Would it be possible for an account with a customer to show a credit balance? 

Explain. 

8. Would it be possible for an account with a creditor to show a debit balance? 

Explain. 

9. Why is it advisable to rule an account receivable or an account payable when 

the two sides are equal ? 

10. Open an account with Robert Jones, a customer of the business, and record 

the following transactions in it: 

Jan. 10. Sold merchandise on account, $425.00. 

15. Received $100.00 to apply on account. 

20. Sold merchandise on account, $72.50. 

31. Received $200.00 to apply on sale of the loth. 
Feb. 10. Received $72.50 in full for sale of Jan. 20. 

11. Why is it not necessary to show on the Trial Balance an account which is in 

balance? 

12. What effect would it have on the Trial Balance if an account which shows a 

debit balance of $10.00 was omitted because it was ruled by mistake? 

13. What accounts are affected when the business receives cash from a customer 

in part payment of his account? 

14. What accouhts are affected when cash is paid to a creditor to apply on an 

account owed him? 
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15. If a sale made to a customer on account should not be recorded, would this 

affect the equality of the debits and credits on the Trial Balance? 

16. Can you suggest a plan which would avoid the possibility of failing to record 

transactions in which merchandise is sold on account? 

17. If a sale is made to a customer for cash and the transaction is not recorded, 

how would the bookkeeper detect the error? 

18. If cash is received from a customer in payment of his account, and the trans- 

action is not recorded, how would the bookkeeper detect the error? 

19. If merchandise is purchased from a creditor on account and the transaction 

is not recorded, how would the bookkeeper detect the error? 

20. If cash is paid for merchandise purchased and the transaction is not recorded, 

how would the bookkeeper detect the error? 

21. If a sale is made to one customer and by mistake debited to another customer, 

will this affect the equality of the debits and credits on the Trial Balance? 

22. How would the bookkeeper detect the error mentioned in the preceding 

question? 

23. If a customer's account, which is not in balance, is ruled by mistake, how 

would the bookkeeper discover the error? 

24. Why is it advisable to indicate the address of a customer on his account in 

the ledger? 

25. If the two sides of the Trial Balance are not equal, how would the bookkeeper 

ascertain the error? 



Chapter IV 

RECORDING TRANSACTIONS— Continued 

§ 31. Expense. Each business has a building or place in which to carry on 
its operations; this building or place of business is provided with heat and light; 
modem business requires the use of the telephone, telegraph, and other means of 
rapid communication; clerks are employed to assist with the purchasing and selling 
of the merchandise or service which the business sells; bookkeepers and stenog- 
raphers are required in connection with the office operations; the owner receives a ' 
compensation for his services in connection with the operations of the business; 
these and many other services must be purchased and paid for by the business. 
Such services are usually referred to as the * 'operating cost" of the business, also 
as the "expenses" of the business. 

The term "expenses" also includes any material purchased by the business which will be con- 
sumed by its use; this class of material includes books of account for use in the office, stationery, 
wrapping paper, twine, nails for packing cases, etc. The cost of material regarded as expense is 
usually shown in an account separate from the amounts paid for services; this will be discussed 
later m more detail. 

A record of the payments for operating cost (expenses) is made in one or more 
expense accounts, depending on the nature of the expenses and the extent of the 
business operations. When cash is given in payment for services or property which 
is regarded as an expense item, the account which is to show a record of this operating 
cost is debited and the Cash account credited ; should an asset other than cash be 
given in payment, the account which shows the value of the asset parted with is 
credited instead of the Cash account. 

EXPENSE ACCOUNT 

§ 32. The Purpose of this Account is to show the cost of operating the 
business, that is, its expenses. If all operating cost is debited to one account, the 
total cost of the business operations will be shown in this account. The debit and 
credit given below refer to only one Expense account. 

Debit the Expense Account: Credit the Expense Account: 

^ I. For amounts paid for operating If 2. For any adjustments* which re- 

cost as outlined in § 31. duce the operating cost as 

shown by the debit side of 
this account. 

IF 3. The Balance of this Account shows the operating cost of the business 
for the period covered by the debits and credits to the account. The total 
expense is a deduction from the profit made by the operations of the business. 

§ 33. Capital. It is usually necessary for the owner of the business to invest 
cash or other property at the beginning of the business, because, if the business is 

•NOTE. The term "adjustment" used in connection with the credits to the Expense account 
refers to those transactions which reduce the cost of operating the business. If the cost of stamps 
is debited to the Expense account, and a part of these stamps is sold, Cash or the asset received 
is debited, and Expense credited because the amount received reduces the expense cost. 

32 
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to supply a demand, it miist have on hand those things which its customers will 
wish to purchase. The cash or other property which the owner assigns to the oper- 
ations of the business at its beginning or at any time subsequent thereto is regarded 
as an investment in the business and referred to as the "invested capital of the busi- 
ness." If the operations of the business are successful — that is, if the costs are less 
than the income — the interest of the owner (proprietorship) will be increased by 
this profit; if the result of operating the business is a loss, the interest of the 
owner (proprietorship) will be decreased by this loss. Once each year it is neces- 
sary for the owner of the business to ascertain the profit or loss resulting from the 
operations of the business during the year because of the governmental tax on 
income. If the business has been operated at a profit, the owner's capital is in- 
creased the amount of this profit; if the business has been operated at a loss, the 
owner s capital is decreased the amount of the loss. 

The owner may, if he desires, withdraw part of his capital; the withdrawal of 
a part of his capital will decrease his proprietorship in the business. Should the 
owner take cash, merchandise or other assets from the business as a remuneration 
for his services in connection with the operations of the business, the value of these 
withdrawals is debited to Expense in the same manner as amounts paid for the 
salaries of clerks and other employees. If desired, the owner may be debited for 
the value of the property which he takes from the business and credited with the 
salary he is to receive as compensation ; the title of this account would be the name 
of the owner with the word "jDersonal" written after it. The owner's personal 
account is debited with withdrawals and credited with the salary; the balance, if a 
debit, will show the amount he has withdrawn in excess of his salary, and if a 
credit, the amount of salary yet to be withdrawn. Under no circumstances should 
withdrawals for services be debited to the Capital account. 

CAPITAL ACCOUNT 

§ 34. The Purpose of this Account is to show the result of transactions 
which the business has with the owner of the business as they relate to investments 
and withdrawals. 

Debit the Capital Account: Credit the Capital Account: 

If I. For debts of the owner assumed 1(4. For cash or other assets in- 

at the beginning of the busi- vested at the beginning of the 

ness. business. 

^ 2. For amounts withdrawn from t 5. For subsequent investments. 

the capital invested. il 6. For the net profit at the end of 
If 3 For the net loss at the end of the the business year. 

business year. 

If 7. The Balance of this Account, shows the owner's interest in the busi- 
ness, that is, his proprietorship or net investment. 

RECORDING TRANSACTIONS DIRECT IN THE LEDGER 

§ 35. The Complete Operations of a business include transactions which 
relate to the investment at the beginning of the business, the purchases and sales 
of merchandise, and the payment of operating expenses. All of these transactions 
may be recorded direct in the ledger as explained in §§ 19 and 29. 

The following transactions relative to the complete operations of a business 
(including investment, operating cost, and purchases and sales of merchandise for 

:^ {Concluded on page J5.) 
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Illustration No. 13, A Ledger with Eight Accounts. 

EXPLANATION. This ledger contains a record of the transactions outlined in 5 35» recorded 
direct in the ledger. It is the same as Illustrations No. 3 and No. 9 with the addition of accounts 
with the owner and Expense. Whether only a part or all of the transactions in connection with the 
operations of a business are recorded, each transaction affects two accounts, one showing the value 
received recorded on the debit side and the other the value parted with recorded on the credit side. 
The same amount in each transaction is recorded on the debit side of one account and on the credit 
side of another account. 



RECORDING TRANSACTIONS IN THE LEDGER. 35 

cash and on account), performed by M. E. Studebaker during the month of October, 
are shown recorded direct in accounts with Cash, customers, creditors, Capital, 
Sales, Purchases, and Expense in Illustration No. 13. A Trial Balance of balances 
made from these accounts is shown in Illustration No. 14. 

Oct. I. M. E. Studebaker invested $1,000.00 in the office supplies business. 

7. Purchased from A. R. King, Clinton, on account, merchandise, $317-65. 

10. Received $75.50 for cash sales of merchandise. 

18. Sold E. B. Moore, 305 Elm St., City, on account, one desk, $75.00. 

24. Paid A. R. King $200.00 on account. 

28. Sold J. W. Macon, 222 Main St., City, on account, three files, $127.50. 

31. Paid rent of store, $50.00. 
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Illustration No. 14, A Trial Balance of Balances Made from the Ledger Accounts 

in Illustration No. 13. 



Exercise No. 11, Recording Transactions Direct in the Ledger. 

Record on ledger paper the following transactions performed during the first 
half of May by R. H. Gillespie, a retail clothing dealer. Allow space for the accounts 
as follows: Cash, eight lines; Purchases, nine lines; Sales, eight lines; Expense, 
six lines; R. H. Gillespie, Capital, five lines; A. C. Dugan, A. R. Isaacs, Charles 
Heaney, Davis Bros., Globe Clothing Co., and Pope Clothing Co., each four 
lines. Give each customer and creditor a local address. 

May I. R. H. Gillespte invested $2,500.00 in the retail clothing business. 

2. Bought of Davis Bros., on account, merchandise, $318.67. 
Bought of Brand Bros., for cash, merchandise, $362.55. 

3. Bought of the Globe Clothing Co., on account, merchandise, $196.50. 
Sold A. C. Dugan, on account, one suit of clothes, $65.00. 

4. Bought of Brand Bros., for cash, merchandise, $318.62. 

5. Sold for cash one suit of clothes, $65.00; one spring overcoat, $50.00. 

6. Sold A. R. Isaacs, on account, one suit $60.00; five shirts at $2.50. 
9. Paid the Globe Clothing Co. $196.50 in full of account. 

Sold Charles Heaney, on account, one suit, $50.00; one vest, $10.00. 

{Concluded on page j6,) 



36 RECORDING TRANSACTIONS IN THE LEDGER. 

{Exercise No. ii — Continued from page JS.) 

May 10. Bought of the Pope Clothing Co., on account, merchandise, $269.96. 
Sold A. C. Dugan, on account, one spring overcoat, $85.00; six ties at 
$1.25 each. 

11. Received $60.00 from Charies Heaney in full of account. 

12. Bought of Brand Bros., for cash, merchandise, $327.16. 

13. Paid $12.00 for telephone service. 

14. Received $25.00 from A. R. Isaacs in part payment of the merchandise 

sold him on the 6th. 

15. Bought of Davis Bros., on account, merchandise, $105.81. 
Paid rent, $80.00; salaries of clerks, $75.00. 

When these transactions have been recorded in the accounts, prove the equality 
of the debits and credits by a Trial Balance of balances. 



Exercise No. 12, Recording Transactions Direct in the Ledger. 

Record on ledger paper the following transactions performed during the month 
of May by W. L. Kirby, a retail paint merchant. Allow space for the accounts 
as follows: Cash, eight lines; Purchases, nine lines; Sales, ten lines; Expense, 
four lines; W. L. Kirby, Capital, Jones Bros., Cowan Bros., W. L. Luttrell, and 
W. H. Howland, each four lines; C. A. Norman, five lines; National Paint Co., 
and Marcus Franklin, each four lines. 

May I. W. L. Kirby invested $2,500.00 in the retail paint business. 

Bought of Jones Bros., Union town, on account, merchandise, $221.35. 
Paid one month's rent in advance, $75.00. 
2. Bought of Cowan Bros., City, ten days, merchandise, $86.49. 

' Sold W. L. Luttrell, City, on account, merchandise per Sale No. i, 
$42.50. The sale number indicates that a copy of the list of items 
sold has been retained. 

4. Paid the National Paint Co., New York, cash for merchandise delivered 

today, $798.57- 

5. Sold W. H. Howland, Middletown, on account, per Sale No. 2, $75.80. 
Received for cash sales of merchandise, $110.00. 

7. Paid Cowan Bros. $86.49 in full of account. 

Sold C. A. Norman, City, on account, merchandise per Sale No. 3, 

$87.50- 
9. Bought of National Paint Co., New York, twenty days, merchan- 
dise, $171.58. 

10. Sold W. L. Luttrell, City, on account, merchandise per Sale No. 4, 

$78.75. 

11. Received $50.00 from C. A. Norman to apply on account. 

12. . Bought of Cowan Bros., City, on account, merchandise, $93.25. 

14. Received $75.80 from W. H. Howland in full of account. 

16. Bought of Marcus Franklin, Ardmore, five days, merchandise, $218.32. 

17. Bought of Jones Bros., Uniontown, on account, merchandise, $172.50. 

18. Paid Marcus Franklin $218.32 in full of account. 

Sold W. H. Howland, Middletown, on account, merchandise per Sale 
No. 5, $88.50. 

19. Sold C. A. Norman, City, on account, merchandise per Sale No. 6, 

$32.45. 
21. Received $30.00 from W. L. Luttrell to apply on account. 

{Concluded on page 37.) 
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{Exercise No. 12 — Continued from page 36,) 

May 21. Sold C. O. Baily, for cash, 20 gallons I. X. L. paint at $4.75, $95.00. 
24. Paid Jones Bros. $100.00 to apply on account. 

C. A. Norman returned one gallon paint purchased from us on the 19th 
and was granted credit for $3.00. He paid cash, $29.45, for the bal- 
ance due on this sale. 

Enter as two separate transactions. 

26. Gave a customer $2.00 in payment for paint purchased from us for cash 

and returned per agreement. 
29. Paid the National Paint Co. $171.58 in full of account. 

C. O. Bailey returned 2 gallons I. X. L. paint purchased on the 21st 
and accepted in exchange for it 4 gallons varnish. 

No entry is required. VViiy? 

31. Received credit from Jones Bros, for $12.00, value of 3 gallons paint 

purchased on the 17th and returned by us per agreement. 
When these transactions have been recorded in the accounts, prove the equality 
of the debits and credits by a Trial Balance of balances. 



RECORDING TRANSACTIONS IN THE JOURNAL 

§ 36. Transactions with the owner and with operating expenses may be 
recorded in the journal in the same manner as transactions in which merchandise 
is purchased or sold for cash or on account. When the owner invests cash or other 
assets in the business, the transaction is recorded in the journal by writing the date, 
the name of the account debited and amount, the name of the account credited 
and amount, and the explanation, in the same form as other transactions; each 
asset invested is debited to the account which is to show its value, and the owner's 
Capital account credited. When the owner withdraws a part of his capital, the 
transaction is recorded in the journal in the same form as the entry for investment; 
in this case, however, the owner's Capital account is debited with the amount of 
the withdrawal, and the account which shows the value of the asset withdrawn 
is credited. When operating costs are paid, the transaction is recorded in the 
journal by writing the date, the name of the operating account affected (usually 
Expense) and the amount of the payment, the name and amount of the asset parted 
with, and the explanation. 

Before recording transactions in the journal, the student should journalize each one mentally; 
that is, he should determine from, the nature of the transaction the account to be debited and the 
account to be credited. Since the information the owner desires is obtained from the accounts, it 
is essential that the proper accounts be debited and credited in each transaction. Thus if M. E. 
Studebaker, the proprietor of the business, withdraws from the business $1,000.00 during the year, 
as salary, and the bookkeeper debits M. £. Studebaker Capital instead of Expense, the report which 
Mr. Studebaker receives from his bookkeeper at the end of the year would show $1,000.00 less 
expenses than have really been paid. 

The following transactions relative to the complete operations of a business 
(including investment, operating cost, and the purchases and sales of merchandise 
for cash and on account), performed by M. E. Studebaker during the month of 
October, are shown recorded in the journal- in Illustration No. 15 and posted to 
the ledger in Illustration No. 16. These transactions are the same as those at 
the top of page 35. 

Oct. I. M. E. Studebaker invested $1,000.00 in the office supplies business. 

7. Purchased from A. R. King, Clinton, on account, merchandise, $317.65. 
10. Received $75.50 for cash sales of merchandise. 

{Concluded on page 38,) 
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Illustration No. 15, A Journal Page with Transactions Recorded on It. 

EXPLANATION The transactions recorded in this illustration are given at the bottom of 
P^S^s 37 and 38. The method of recording is the same as in Illustrations Nos. 7 and 11. The 
transactions are the same as those recorded direct in the ledger in Illustration No. 13. 



Oct. 18. 

24. 

28. 

31. 



{Continued from page 3^.) 

Sold E. B. Moore, 305 Elm St., City, on account, one desk, $75.00. 
Paid A. R. King $200.00 on account. 

Sold J. W. Macon, 222 Main St., City, on account, three files, $127.50. 
Paid rent of store, $50.00. 



RECORDING TRANSACTIONS. 
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Illustration No. i6, A Ledger with Eight Accounts Resulting from Posting. 

EXPLANATION. This ledger shows the posting of the transactions recorded in the journal, 
Illustration No. 15. A comparison of Illustration No. 13 with this illustration will show that the 
facts are the same, except the folio columns are used in the illustration above. 



40 EXERCISES IN RECORDING TRANSACTIONS. 

Exercise No. 13« Recording Transactions in the Journal and Posting. 

Record on journal paper the following transactions performed during the 
month of January by E. B. Taylor, a retail grocer: 

Jan. I. E. B. Taylor invested $1,000.00 in the retail grocery business. 

2. Bought of E. C. Cline, Chicago, on account, merchandise, $77.30. 

3. Bought of Langley Bros., City, thirty days, merchandise, $134.95. 

4. Paid $20.00, city and state license for one year. 

6. Sold A. R. Manley, 106 Elm St., City, on account, 40 lbs. Arbuckle 
coffee at 20c; i bbl. White Lily flour, $6.25. 

When the sale includes more than one item, the explanation in the journal should be as 
follows: 

Sold on account: 
40 lbs. Arbuckle Coffee at 20c, f 8.00. 
I bbl. White Lily Flour 6.25. 

10. Paid J. F. Sherwood $192.00 for merchandise purchased today. 

12. Received $30.50 for sundry cash sales. 

13. Paid E. C. Cline $77.30 in full of account. 

16. Sold Gibson Hotel, 12 E. 4th St., City, ten days, 6 bbls. Roller King 

flour at $5.10; 3 bbls. White Lily flour at $6.25; 40 lbs. Arbuckle 
coffee at 20c. 

17. Sold T. L. Staples, Clinton, sixty days, 4 bbls. Roller King flour at $5.10; 

4 cans, 200 lbs., lard at 15c. 
20. Received $10.00 from A. R. Manley to apply on account. 
^ 23. Bought of Logan & Moseley, Centerville, twenty days, merchandise, 

$228.60. 

26. Sold A. R. Manley, 106 Elm St., City, on account, 5 bbls. White Lily 

flour at $6.25; 115 lbs. Arbuckle coffee at 20c. 

27. Received $30.50 from the Gibson Hotel to apply on account. 
30. Received $41.85 for sundry cash sales. 

When the above transactions have been recorded in the journal as instructed 
open accounts in the ledger with Cash (9), Purchases (8), Sales (10), Expense (5), 
JE. B. Taylor, Capital (5), E. C. Cline (4), Langley Bros. (4), A. R. Manley (4), 
Gibson Hotel. (4), T. L. Staples (4), Logan & Moseley (4), allowing for each account 
the number of lines indicated; post the transactions, and prove the posting by a 
Trial Balance of totals. 



Exercise No. 14« Recording Transactions in the Journal and Posting. 

Record on journal paper the following transactions performed during the 
month of July by E. H. Weatherby, a retail grocer: 

July I. E. H. Weatherby invested $1,500.00 in the retail grocery business. 

2. Bought from Woodward Bros., Morgantown, on account, merchandise, 

$127.60. 

3. Bought from Winters & Gay, Batesville, on thirty days' time, mer- 

chandise, $204.05. 
Paid $20.00 cash for city and state license. 

5. Sold J. A. Taylor, 22 Poplar St., on account, 25 lbs. roasted coffee at 

33c; 50 lbs. granulated sugar at 7c; 60 lbs. bacon at 23c. 
Bought from Chafin & Jones, City, for cash, merchandise, $242.00. 

6. Received $22.50 for sundry cash sales to date. 
Paid Woodward Bros. $127.60 in full of account. 

{Concluded on page 41,) 
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{Exercise No. 14 — Continued from page 40.) 

July 8. Sold the Colonial Hotel, Washington Ave., on account, 5 bbls. Blue 

Ribbon flour at $9.10; 3 bbls. White Rose flour at $9.75; 90 lbs. 
granulated sugar at 7c. 

9. Received $15.00 from J. A. Taylor to apply on account. 

10. Bought from Winters & Gay, Batesville, on thirty days* time, merchan- 
dise, $209.58. 

12. Received $40.00 from the Colonial Hotel in part payment for merchan- 

dise sold on the 8th. 

13. Paid Winters & Gay $100.00 to apply on purchase of the 3d. 

Sold M. J. Sanders, 227 Beech St., on account, 5 bbls. White Rose flour 
^t $9.75; 10 hams, 191 lbs., at 26c. 

15. Bought from Woodward Bros., Morgantown, on account, merchandise, 

$216.37. 

16. Sold the Colonial Hotel, Washington Ave., on account, 7 doz. cans 

peaches at $1.75 per doz.; 2,000 lbs. bran at $16.25 P^i* ifOOO lbs. 

17. Bought from the Perfection Creamery, Rosedale, on twenty days* time, 

merchandise, $34.45. 

18. Received $30.00 from M. J. Sanders to apply on account. 
Bought from Chafin & Jones, City, for cash, merchandise, $116.60. 

19. Sold W. W. Johnston, 1221 Elm St., on account, 2,000 lbs. bran at $16.25 

p)er 1,000 lbs.; 200 lbs. lard at 22c; 3 doz. cans peaches at $1.60 per 
doz. cans. 

20. Paid Winters & Gay $104.05, balance due on purchase of the 3d. 
Received $52.50 for sundry cash sales to date. 

22. Sold W. W. Johnston, 1221 Elm St., on account, 100 lbs. granulated 

sugar at 7c; 10 bbls. White Rose flour at $9.75. 

23. Bought from the Perfection Creamery, Rosedale, on twenty days* time, 

merchandise, $167.55. 

24. Received $50.00 from the Colonial Hotel in full for balance due on 

sale of the 8th, and on account of sale of the i6th. 
Paid Winters & Gay $200.00 on accpunt of purchase of the loth. 

26. Received $10.55 from J. A. Taylor in payment for balance due on mer- 
chandise sold him on the 5th. 
Sold L. S. Lynn, 915 Jefferson Ave., on account, 5 bbls. White Rose flour 
at $9.75; 10 lbs. creamery butter at 42c. 

29. Received $40.00 from L. S. Lynn to apply on account. 

Paid Woodward Bros. $200.00 on account of purchase of the 15th. 

31. Paid bookkeeper*s salary, $60.00; rent, $50.00; telephone service, $10.00. 

When the above transactions have been recorded in the journal as instructed, 
open accounts in the ledger with Cash (13), J. A. Taylor (6), Colonial Hotel (8), 
M. J. Sanders (5), W. W. Johnston (6), L. S. Lynn (5), Woodward Bros. (6), Win- 
ters & Gay (8), Perfection Creamery (6), E. H. Weatherby, Capital (5), Sales (13), 
Purchases (12), Expense (6), allowing for each account the number of lines indicated ; 
post the transactions, and prove the posting by a Trial Balance of balances. 



42 QUESTIONS ON RECORDING TRANSACTIONS. 

QUESTIONS 

1. Name some of the necessary expenses of a grocery business. 

2. Can you suggest a plan which would permit the grocer to know the cost of 

delivering merchandise? 

3. What accounts are affected when cash is paid for telephone service? 

4. What effect would it have on the operating cost of the business if the salary 

paid the owner for his services in connection with the business were debited 
to his Capital account? 

5. Name the account debited and the account credited when merchandise is 

invested at the beginning of business. 

6. What accounts are affected when cash and merchandise are invested at the 

beginning of business? 

7. What must the owner of a business take into consideration when he fixes the 

selling price of the merchandise which the business offers for sale? 

8. Name some of the expenses in connection with the operation of a railroad. 

9. If a farmer shows all of his operating cost in one account, name some of the 

expenses which would be debited to this account. 

10. If a merchant pays $25 00 for drayage on merchandise he has purchased, 

would this be debited to the Expense or the Purchases account? Give 
reasons for your answer. 

11. What accounts are affected when the owner withdraws a part of his capital? 

12. Name the account debited and the account credited when the owner invests 

cash in the business at a time other than the beginning of the business. 

13. If a telephone company pays $2,000.00 for wire used in connection with the 

service rendered its customers, will this be debited to the Expense account? 

14. If a railroad company pays $8,000.00 for a new engine, will this be debited to 

the Expense account? 

15. What accounts are affected when stamps, debited to Expense when purchased, 

are used for parcel post on a package containing merchandise sold a cus- 
tomer on account, with the agreement that he is to pay the postage? 

16. Name the account debited and the account credited if the sale mentioned in 

the preceding question had been made for cash and the customer had given 
the business cash for the merchandise and stamps. 

17. If Robert A. Clark, the owner of a business, is to receive a salary of $200.00 

a month for his services rendered to the business and this is withdrawn at 
different times, what would be the name of the account kept with the trans- 
actions affecting this salary? 

18. What accounts would be affected when the entry was made at the end of the 

month for the $200.00 salary (§33, page 33)? 

19. Name the account debited and the account creidited if Mr. Clark accepted 

merchandise from stock at cost price in payment for a part of his salary. 

20. What accounts would be affected if Mr. Clark accepted merchandise from 

stock at the selling price in payment for a part of his salary? 

21. What entry would be required if one customer was debited with merchandise 

purchased by another customer? 

22. Name some of the transactions which might occur in connection with the 

complete operations of a hardware business. 

23. Name some of the transactions which might occur in connection with the 

complete operations of a plumbing business. 

24. Under what circumstances would you advise the keeping of more than one 

account with the expenses of a business? 

25. Name some of the transactions which might be performed in connection with 

the op)erations of a dairy. 



Chapter V 

RECORDING TRANSACTIONS— Concluded 

§ 37. Special Journals* While all transactions may be recorded in the 
journal as explained in § 22, yet it is not customary to do this because efficiency in 
bookkeeping means the greatest amount of work with the best results at the least 
cost. When a number of transactions affect the same account, much time can be 
saved by recording them in special journals. Fifty purchases during one month 
recorded in the journal would require writing "Purchases'* fifty times and ix)sting 
fifty separate amounts to the Purchases account. In addition to the extra time 
required in recording the transactions and posting, fifty lines would be needed in 
the ledger for the Purchases account. If these transactions were recorded in a 
journal and no other transactions were recorded in this journal, it would not be 
necessary to write ^'Purchases'* in each transaction and the total could be posted 
to the Purchases account in one amount at the end of the month, thus saving 
practically half the time in the recording and posting of these transactions. In 
addition to the time saved in posting, forty-nine lines will be saved in the ledger 
as a result of posting the total purchases in one amount. 

In a mercantile business the transactions which are of the most frequent 

occurrence are those in connection with the purchase and sale of merchandise and 

the receipt and payment of cash. If these transactions are recorded in special 

journals, the work in the accounting department will be much more efficient, and, 

where the volume of business is large and more than one bookkeeper is needed, the 

several bookkeepers can use the different journals without interfering with the 

work of each other. 

The title of any special journal is usually the name of the account afTected by posting the 
total at the end of the month. Thus, the journal in which purchases are recorded is usually referred 
to as the purchases journal because the Purchases account will be debited with the total, and the 
journal in which sales are recorded is referred to as the sales journal because the Sales account will 
be credited with the total. 

§ 38. The Purchases Journal is a book of original entry in which all pur- 
chases of merchandise are recorded and no other transactions are recorded in it. 
The complete record of a transaction in which merchandise is purchased includes 
the date of entry, the name and address of the person or firm from whom the mer- 
chandise is purch.^sed, the terms, the number of the purchase and the amount of 
the purchase. The ruling in the purchases journal should be so arranged that all 
this information can be recorded on one line. When arranged in this manner, each 
person or firm from whom merchandise is purchased can be credited in his account 
in the ledger, and the Purchases account debited for the total at the end of the 
month. Illustration No. 17 shows one form of the purchases journal. 

If cash purchases are recorded in the cash book (} 43), it is not necessary to record them in 
the purchases journal. This is explained further in connection with the discussion of the cash book. 

The following purchases of merchandise made by E. B. Taylor, a retail grocer, 
during the month of January, are shown recorded in the purchases journal in 
Illustration No. 17: 

Jan. 2. Bought of E. C. Cline, Chicago, on account, merchandise, $77.30. 

3. Bought of Langley Bros., City, on thirty days' time, merchandise, 

$134-95. 
23. Bought of Logan & Moseley, Centerville, on twenty days* time, mer- 
chandise, $228.60. 

43 



44 RECORDING TRANSACTIONS IN THE PURCHASES JOURNAL. 
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Illustration No. 17, Purchases Journal. 

EXPLANATION. Each transaction is recorded on one horizontal line. The information 
in the "Pur. No." column refers to the list of merchandise (invoice) sent by the seller to the pur- 
chaser; this list is filed for future reference. The entire record in this illustration is equivalent 
to one journal entry in which the Purchases account is debited and three personal accounts credited. 

§ 39. Posting from the Purchases Journal. The accounts affected by 
each transaction recorded in the purchases journal are Purchases (debit) and the 
account of the person or firm (credit) ; for this reason, each amount entered in the 

{Concluded on page 43.) 







(^tX^^>^ 



\J/ 




/-> 



7 



77. 



J a 









/^ 



^Pt^ ^ a 



Illustration No. 18, Ledger Resulting from Posting Illustration No. 17. 

EXPLANATION. A Trial Balance from this ledger will show that the debit amount is 
equal to the credit amounts even though the record in the accounts does not represent all of the 
transactions that the business would perform. One purpose of this illustration is to show that the 
ledger is in balance when all the transactions from any one journal have been posted. 
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money column is posted to the credit of the account written on the same line with 
it, and the Purchases account is debited at the end of the month with the total. 
The posting is the same as in the journal, except that the amounts debited to 
Purchases are grouped and posted at one time; the posting to the accounts with 
creditors should be daily, and the posting of the total to the Purchases account, ' 
monthly. The date, the letter *T" and the page of the purchases journal are 
entered in the ledger; the letter **P" indicates the title of the book of original 
entry. If a specific time of payment is stated, this should be written in the explana- 
tion column of the ledger as explained in Illustration No. i. The page of the 
ledger is written in the folio column of the purchases journal to indicate where 
the entry has been px>sted. 

The posting of the transactions recorded in the purchases journal, Illustration 
No. 17, is shown in Illustration No. 18. 

Exercise No. 15, Recording Transactions in the Purchases Journal. 

Record in the purchases journal (paper ruled similar to Illustration No. 17) 
the following transactions relative to the purchase of merchandise during the month 
of February by W. O. Gardner, who is engaged in the hardware business: 

Feb I. B. A. Ames, Toledo, 30 days, Purchase No. i, $350.00. 

5. H. M. Lowe, Nashville, Feb. 3, 30 days, Purchase No. 2, $325.00. 

In this purchase the merchandise was shipped Feb. 3 and received Feb. 5; the amount is 
due 30 days from Feb. 3. 

9. H. T. Harris, Rochester, 20 days, Purchase No. 3, $486.00. 

12. J. T. Goodrich, City, Feb. 10, 90 days. Purchase No. 4, $825.00. 

18. J. P. Benson, Cleveland, Feb. 17, 60 days, Purchase No. 5, $64.00. 

23. C. O. Parsons, City, 30 days. Purchase No. 6, $128.00. 

28. H. L. Simpson, Dayton, Feb. 26, 30 days, Purchase No. 7, $242.00. 

When the above transactions have been recorded in the purchases journal as 
instructed, and the purchases journal ruled as in Illustration No. 17, open accounts 
on a sheet of ledger paper with Purchases and each of the seven creditors, allowing 
four lines for each account. When the posting has been completed, prove the 
equality of the debits and credits by a Trial Balance. 

Exercise No. 16, Recording Transactions in the Purchases Journal. 

Record in the purchases journal the following transactions relative to the 
purchase of merchandise during the month of January by H. H. Goodman, a retail 
grocer: 

Jan. 2. Brown & Co., Elmwood, on account, Purchase No. i, $77.30. 

3. Knox Bros., City, on account. Purchase No. 2, $134.95. 

10. Hazen & Lockhart, Danville, on account, Purchase No. 3, $228.60. 
15. Brown & Co., Elmwood, on account, Purchase No. 4, $226.00. 

17. Lake View Creamery, Lake View, Jan. 14, 20 days. Purchase No. 5, 

$28.00. 
23. J. Allen Smith & Co., Rockford, 10 days. Purchase No. 6, $197.10. 
27. Donaldson Bros., City, Jan. 24, account, Purchase No. 7, $172.75. 

When the above transactions have been recorded in the purchases journal as 
instructed, and the purchases journal ruled, open accounts on a sheet of ledger 
paper with Purchases and each of the six creditors, allowing five lines for Brown 
& Co. and four lines for each of the other accounts. When the posting has been 
completed, prove the equality of the debits and credits by a Trial Balance. 

After the instructor has approved this exercise, retain the purchases journal 
only for use in connection with Exercise No. 22. 
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Exercise No. 17, Recording Transactions in the Purchases JoumaL 

Record in the purchases journal the following transactions relative to the 
purchase of merchandise during the month of March by C. U. Steele, a retail shoe 
dealer: 

March 2. Bay State Shoe Co., Boston, Feb. 28, 10 days, Purchase No. i, $496.81. 

3. Haynes, Henson & Co., Newark, N. J., Mar. 2, 10 days, Purchase No. 

2, $387.65. 

4. M. B. Lang, City, Mar. 3, 30 days, Purchase No. 3, $1,691.42. 

6. Cline Shoe Co., Pittsburgh, Mar. 4, 30 days. Purchase No. 4, $168.42. 
18. Bay State Shoe Co., Boston, Mar. 15, 30 days, Purchase No. 5, $987.35. 

25. Haynes, Henson & Co., Newark, N. J., Mar. 20, 30 days, Purchase 

No. 6, $462.85. 

26. Cline Shoe Co., Pittsburgh, Mar. 20, 30 days. Purchase No. 7, $785.00. 
31. A. O. Haines, Albany, Mar. 21, 60 days. Purchase No. 8, $432.50; 

M. B. Lang, City, Mar. 22, 30 days. Purchase No. 9, $356.00. 

When the above transactions have been recorded in the purchases journal as 
instructed, and the purchases journal ruled, open an account with Purchases at 
the top of page i of a double sheet of ledger paper, and an account with each of 
the five creditors on page 2 of the same sheet, allowing equal space for each personal 
account; prove the equality of the debits and credits by a Trial Balance. 

If double ledger paper ruled with from thirty to forty horizontal lines on each page can not 
be obtained, use any ledger paper available and allow five lines for each account. 

After the instructor has approved this exercise, retain the ledger sheet only 
for use in Exercises Nos. 20 and 23. 

§ 40. The Sales Journal is a book of original entry in which all sales of 
merchandise on account are recorded and no other transactions are recorded in it. 
The complete record of a transaction in which merchandise is sold on account 
includes the date of the sale, the name and address of the person or firm to whom 
the merchandise is sold, the terms, a list of the items sold, and the amount of the 
sale. It is necessary for the seller to retain a record of the items sold a customer 
on account because this information will be needed in case adjustments are required. 
If a customer returns merchandise which he claims was purchased from the seller 
and the seller has no record of the items sold to this customer, he might be imposed 
on by allowing credit for merchandise which was not purchased from him. 

Illustration No. 19 shows a form of sales journal containing a list of the items 
sold, and Illustration No. 20 the same sales recorded in a sales journal with the 
list of items indicated by the sale number. The method shown in Illustration No. 
20 is more efficient because it requires less time to record a number than a list of 
articles sold. The other form is shown because it is used by some business concerns. 

If cash sales are recorded in the cash book (§ 43), it is not necessary to record them in the 
Bales journal. This is explained further in connection with the discussion of the cash book. 

The following sales made by E. B. Taylor, a retail grocer, during the month 
of January, are shown recorded in the sales journals in Illustrations Nos. 19 and 20. 

Jan. 6. Sold A. R. Manley, 106 Elm St., City, on account, 40 lbs. Arbuckle coffee 

at 20c; I bbl. White Lily flour, $6.25. 

16. Sold Gibson Hotel, 12 E. 4th St., City, on ten days* time, 6 bbls. Roller 

King flour at $5.10; 3 bbls. White Lily flour at $6.25; 40 lbs. Ar- 
buckle coffee at 20c. 

17. Sold T. L. Staples, Clinton, on sixty days' time, 4 bbls. Roller King flour 

at $5.10; 4 cans, 200 lbs., lard at 15c. 
26. Sold A. R. Manley, 106 Elm St., City, on account, 5 bbls. White Lily 
flour at $6.25; 115 lbs. Arbuckle coffee at 20c. 
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Illustration No. 1*9, Sales Journal Containing a List of Items Sold. 

EXPLANATION. The tranaactinnn recorded in this rales journal are equivalent to a journal 
entry in which four accounts are debited, each for the amount written on the same line with it, and 
the Sales account credited for the total. Each entry shows the date, the name and address of the 
customer, the total amount of the sale, and a list of the items sold. 
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Illustration No. 20, Sales Journal Without a List of Items Sold. 

EXPLANATION. The above facts are the same as those in Illustration No. 19, 
articles are not itemized. Information concerning these is obtained from a copy of the 
ticket). 
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§ 41. Posting from the Sales JoumaL The accounts affected by each 
transaction recorded in the sales journal are the customer (debit) and Sales (credit) ; 
for this reason each amount written on the line with the name of the customer 
is posted to the debit of his account, and the Sales account is credited with the 
total at the end of the month. The posting of the amounts to accounts with cus* 
tomers is daily, and the total to the Sales account, monthly. The date, the letter 
"S" and the page of the sales journal are entered in the ledger; the letter "S" in- 
dicates the title of the book of original entry. If a specific time of payment is 
stated, this should be written in the explanation column of the ledger as explained 
in Illustration No. i. The page of the ledger is written in the folio column of the 
sales journal to indicate where the entry has been posted. 

The posting of the transactions recorded in the sales journal, Illustration No. 
19 or No. 20, is shown in Illustration No. 21. 
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Illustration No. 21, Ledger Resulting from Posting Illustration No. 19 or No. 20. 

EXPLANATION. The same explanation applies here as that given in connection with the 
ledger resulting from posting the transactions from the purchases journal, Illustration No. 18. 



Exercise No. 18, Recording Transactions in the Sales Journal. 

Record in the sales journal (paper ruled similar to Illustration No. 20) the 
following transactions relative to the sale of merchandise on account during the 
month of February by W. J. Wheeler, a retail merchant: 

Feb. 3. E. M. Miller, 507 Gay St., Sale No. i, $25.50. 

8. William A. Wallace, Evanston, Sale No. 2, $14.50. 

{Concluded on page 4Q,) 
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(Exercise No, 18 — Continued from page 48.) 

Feb. 12. B. T. Hart & Co., Maryville, Sale No. 3, $32.50. 
14. D. T. Sinton, Uniontown, Sale No. 4, $41.65. 

18. G. L. Frye, 29 Main St., Sale No. 5, $12.75. 

20. The Long Construction Co., Uniontown, 30 days. Sale No. 6, $142.50. 

23. Henry Mason, 64 Union St., Sale No. 7, $21.55. 

27. D. P. Lewis, 310 Chestnut St., Sale No. 8, $9.75. 

28. Maynard Pritchett, Brookville, 30 days. Sale No. 9, $65.25. 

When the above transactions have been recorded in the sales journal as in* 
structed, and the sales journal ruled as in Illustration No. 20, open accounts on a 
sheet of ledger paper with Sales and each of the nine customers, allowing four 
lines for each. When the posting has been completed, take a Trial Balance. 

Exercise No. 19, Recording Transactions in the Sales JoumaL 

Record in the sales journal Goumal paper ruled similar to Illustration No. 19) 
the following transactions relative to the sale of merchandise during the month of 
January by H. H. Goodman, a retail grocer: 

Jan. 4. A. R. Jennings, 105 Main St., 20 lbs. roasted coffee at 33c; 100 lbs. 

granulated sugar at 7c; 50 lbs. bacon at 23c. 
8. Central Hotel, 22 Walnut St., 5 bbls. Blue Ribbon flour at $9.25; 4 hams, 

100 lbs., at 26c; 100 lbs. granulated sugar at 7c. 
II. A. R. Jennings, 105 Main St., i doz. cans tomatoes, $2.00; 4 cans, 216 

lbs., lard at 26c. 
13. M. A. Johnson, Kingston, 5 bbls. White Rose flour at $9.75; 6 hams, 141 

lbs., at 26c. 
16. Imperial Hotel, 200 Locust St., 5 bbls. Blue Ribbon flour at $9.25; 100 

lbs. granulated sugar at 7c. 

19. A. C. Williams, 1221 Elm St., 12 doz. cans peaches at $1.80 per doz.; 

2,000 lbs. bran at $16.25 per 1,000 lbs. 
22. R. G. Mathews, 25 E. Fourth St., 10 bu. meal at $1.10; 5 bu. beans at 
$3-20; 3 doz. cans peaches at $1.80 per doz. 

25. Imperial Hotel, 200 Locust St., 5 bbls. White Rose flour at $9.75; 25 

lbs. creamery butter at 41c. 

26. J. C. Wilson, 270 Central Ave., 2,000 lbs. bran at $16.25 per 1,000 lbs.; 

5 cans, 248 lbs., lard at 26c. 

27. C. L. Loyd, 1604 Vine St., 100 lbs. brown sugar at 6}^\ 100 lbs. gran- 

ulated sugar at 7c; 5 bbls. White Rose flour at $9.75. 

When the above transactions have been recorded in the sales journal as in- 
structed, and the sales journal ruled as in Illustration No. 19, open accounts on a 
sheet of ledger paper with Sales and each of the eight customers, allowing five 
lines each for A. R. Jennings and Imperial Hotel and four lines for each of the 
other accounts. When the posting has been completed, take a Trial Balance. 

After the instructor has approved this exercise, retain the sales journal only 
for use in connection with Exercise No. 22. 

Exercise No. 20, Recording Transactions in the Sales Journal. 

Record in the sales journal journal paper ruled similar to Illustration No. 19) 
the following transactions relative to the sale of merchandise during the month of 
March by C. U. Steele, a retail shoe dealer: 

March i. R. L. Watson, 207 Mason St., i pr. Queen City shoes, $10.50. 
4. C. A. Sheppard, Canton, 3 prs. Ladies' shoes at $4.00. 
9. J. C. Wilson & Co., Hamilton, 8 prs. Men's Calf shoes at $2.50; 14 
prs. Men's Jefferson shoes at $3.75. 

* {Concluded on page 50,) 



so 
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{Exercise No. 20 — Continued from page 4Q,) 

March 12. A. R. King, Boston, i pr. Ladies* Bal. at $4.50. 

15. W. E. Peters, Clinton, i pr. Men's Vici Autocrat shoes, $14.00. 

18. W. K. Love, 207 Main St., i pr. Men's Vici Kid shoes, $11.50. 

21. A. R. King, Boston, 2 prs. Women's Box Calf at $4.00. 

26. C. A. Sheppard, Canton, i pr. Men's Cong. Calf, $9.00. 

30. R. L. Watson, 207 Mason St., 6 prs. Children's Satin Calf at $2.75. 

When the above transactions have been recorded in the sales journal as in- 
structed, and the sales journal ruled as in Illustration No. 19. open an account 
with Sales eight lines from the top of page i of the double sheet of ledger paper used 
in Exercise No. 17; open an account with each of the six customers on page 3 of 
this same ledger sheet, allowing equal space for each personal account; take a 
Trial Balance. When approved, retain the ledger sheet for use in Exercise No. 23. 

§ 42. The Cash Record. There are two classes of cash transactions: those 
in which cash is received, and those in which cash is paid. These transactions may 
be recorded in two separate journals, the receipts in a cash receipts journal and the 
payments in a cash payments journal, or they may be recorded in a cash book 
which is a combination of the two journals. When one bookkeeper records all the 
transactions with cash received and paid, it is better to use the cash book; when 
the recording of cash transactions requires more than one bookkeeper, it is better 
to use separate cash receipts and cash payments journals. 
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Illustration No. 22, Receipts Side of Cash Book. 

EXPLANATION. The transactions recorded on the receipts side of the cash book in the 
illustration are equivalent to a journal entry in which the Cash account is debited for the total, 
and each of the four accounts credited for the amount written on the same line with it. The ruling 
separates the cash receipts for two different months; the balance at the beginning of the month 
is carried down below the ruling because it will be needed in subsequent proving of cash. 

§ 43. The Cash Book is a book of original entry in which all receipts and 
payments of cash are recorded and no other transactions are recorded in it. Receipts 
and payments are usually recorded on separate pages opposite each other, receipts 
on the left and payments on the right. The complete record of a transaction in 
which cash is received or paid consists of the date, the name of the account affected, 
explanation, and the amount received or paid. The ruling in the cash book should 
be so arranged that all this information can be recorded on one line. When ar- 
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ranged in this manner, each account affected by a cash receipt can be credited 
for the amount and the Cash account debited for the total at the end of the month; 
each account affected by a cash payment can be debited for the amount and the 
Cash account credited for the total at the end of the month. One form of the 
cash book is shown in Illustrations Nos. 22 and 23; other forms will be illustrated 
and explained later. 

When a cash sale is recorded in the cash hook only, the Sales account is credited ; if recorded 
in the sales journal and cash book, the customer whose account is debited by the sales journal entry 
is credited in the cash book entry. When a cash purchase is recorded in the cash book only, the 
Purchases account is debited: if recorded in the purchases journal and cash book, the creditor whose 
account is credited by the purchases journal entry is debited in the cash book entry. 

The following receipts and payments of cash made during the month of Jan- 
uary by E. B. Taylor, a retail grocer, are shown recorded in the cash book in Illus- 
trations Nos. 22 and 23: 

Jan. I. E. B. Taylor invested $1,000.00 in the retail grocery business. 

4. Paid $20.00, city and state license for one year. 

10. Paid J. F. Sherwood $192.00 for a cash purchase of merchandise. 

12. Received $30.50 for sundry cash sates. 

13. Paid E. C. Cline $77.30 in full of account. 

20. Received $10.00 from A. R. Manley to apply on account. 
27. Received $30 50 from the Gibson Hotel to apply on account. 
30. Received $41.85 for sundry cash sales. 
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Illustration No. 23, Payments Side of Cash Book. 

EXPLANATION. The transactions recorded on this side of the cash book are equivalent 
to a journal entry in which three accounts are debited, each for the amount written on the same 
jine with it, and the Cash account credited for the total. The balance is entered in red ink because 
it is customary to use red ink when an amount is entered in a book of account or a ledger account in 
order to make the two sides equal. The ruling separates the cash payments for two different months. 



§ 44. Proving Cash. The difference between the two sides of the cash 
book should at all times equal the amount of cash belonging to the business; the 
proof is effected by counting the cash and comparing it with the balance shown 
by the cash book. Cash should be proved before posting. After the cash is proved 
at the end of the month, the cash book is ruled; Illustrations Nos. 22 and 23 show 
the method of footing and ruling the cash book at the end of the month. 
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Illustration No. 24, Ledger Resulting from Posting Illustrations Nos. 22 and 23. 



EXPLANATION. This illustration is given to show that the ledger is in balance when all 
the transactions recorded in the cash book have been posted, and not to show the true meaning of 
the accounts. Accounts resulting from the posting of transactions recorded in the cash book onlv 
will not show their true meaning because of the connection between the record in the cash book 
and that in the purchases and sales journals. If desired, the posting from the receipts side, the pay- 
ments side, and both sides of the cash book may each be proved by a separate Trial Balance. 
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§ 45. Posting from the Cash Book. The accounts affected by each 
transaction recorded on the receipts side of the cash book are Cash debited and 
some account credited ; for this reason each amount written on the line with the 
name of the account is posted to the credit of the account, and Cash is debited 
with the total at the end of the month. The accounts affected by each transaction 
recorded on the payments side of the cash book are some account debited and 
Cash credited ; for this reason each amount written on the line with the name of 
the account is posted to the debit of the account, and Cash is credited with the 
total at the end of the month. The posting to the accounts debited and credited 
is daily, and to the Cash account monthly. The date, the letter "C" and the page 
of the cash book are entered in the ledger; the letter *'C*' indicates the title of 
the book of original entry. The page of the ledger is written in the folio column 
of the cash book to indicate where the entry has been posted. 

The posting of the transactions recorded in the cash book, Illustrations Nos. 
22 and 23, is shown in Illustration No. 24. 

Some bookkeepers advise a Cash account in the ledger, while others accept the record in the 
cash book as the Cash account. The Cash account in the ledger will show the total receipts and 
total payments of cash for a period longer than a month, while the record in the cash book shows 
the total receipts and total payments for each month only. If it is desired to know the cash receipts 
and cash payments for the first six months of a given )rear, this information can be obtained from 
the total debits and total credits to the Cash account in the ledger; if the cash book is the only 
record of cash, it will be necessary to add the totals for each of the six months in order to ascertain 
the desired information. 

Exercise No. 21, Recording Transactions in the Cash Book. 

Record in the cash book (the two inside pages of a double sheet of journal 
paper* ruled similar to Illustrations Nos. 22 and 23), receipts on the left and pay- 
ments on the right, the following cash transactions performed during the month of 
February: 

Feb. I. Student invested $1,276.80 in the retail grocery business. 

2. Received $150.00 from E. H. White to apply on account. 

3. Paid office rent for the month of February, $40.00. 

4. Received $80.00 for cash sales. 

Paid H. R. Swanson $60.00 to apply on account. 
6. Received $120.00 for cash sales. 

8. Paid A. B. Hill $90.50 to apply on account. 

9. Received $90.00 from J. K. Lachman in payment for merchandise sold 

him on the 4th. 

10. Paid drayage on merchandise purchased, $22.50. 

11. Paid J. G. Pipkin $124.00 to apply on account. 
14. Received $69.75 for cash sales. 

16. Received $170.00 from P. B. S. Peters in payment for merchandise sold 

him on the loth. 
18. Paid $45.00 for office supplies. 
20. Paid J. T. Ludlow $146.00 to apply on account. 

22. Purchased merchandise for cash from H. P. King, $128.00. 

23. Received $47.85 for cash sales. 

24. Received $210.00 from H. M. Lovert to apply on account. 

25. Paid salesman's expenses, $76.00. 
Received $52.50 for cash sales. 

(Concluded on page 54.) 

*U double journal paper with from thirty to forty lines on each page is not available, 
cash receipts should be recorded on one sheet of paper and payments on another, as the proper 
ruling of the cash book cannot be shown when receipts are entered on one side and payments on 
the other mde of the same sheet. 
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(Exercise No. 21 — Continued from page 53,) 

Feb. 27. Paid $32.80 for freight on merchandise purchased. 
Paid clerk hire, $40.00. 

28. Paid for advertising, $22.50. 

Cash balance, $1,439.60. 

When the above transactions have been recorded in the cash book as instructed, 
prove cash and rule the cash book as in Illustrations Nos. 22 and 23. Open ac- 
counts on a sheet of ledger paper with Student, Capital (5), Cash (5), Purchases (6), 
Sales (8), Expense (8). E. H. White (4), J. K. Lachman (4), P. B. S. Peters (4), H. M. 
Lovert (4), H. R. Swanson (4), A. B. Hill (4), J. G. Pipkin (4), J. T. Ludlow (4), 
allowing for each account the number of lines indicated. Post the transactions, 
and prove the equality of the debits and credits by a Trial Balance of balances. 

Exercise No. 22, Recording Transactions in the Cash Book. 

Record in the cash book, receipts on the left and payments on the right, the 
following cash transactions performed during the month of January by H. H. 
Goodman, a retail grocer: 

Jan. I. H. H. Goodman invested $2,000.00 in the retail grocery business. 

4. Paid $20.00 for city license. 

5. Paid City Milling Co. $192.00 for a cash purchase. 

6. Received $30.00 for sundry cash sales. 
Paid Brown & Co. $77.30 in full of account. 

9. Received $10.00 from A. R. Jennings to apply on account. 

12. Received $36.00 from Central Hotel to apply on account. 

13. Received $40.00 for sundry cash sales. 

Paid Knox Bros. $100.00 to apply on account. 
18. Received $35.00 from M. A. Johnson to apply on account. 
20. Paid Knox Bros. $34.95 in full of account. 

Received $50.00 for sundry cash sales. 
24. Received $15.00 from Central Hotel to apply on account. 

Paid Hazen & Lockhart $125.00 to apply on account. 

26. Received $15.10 from A. R. Jennings to apply on account. 

27. Received $42.50 for sundry cash sales. 

29. Received $50.00 from C. L. Loyd to apply on account. 

30. Paid Brown & Co. $150.00 to apply on account. 

31. Paid bookkeeper's salary, $35.00; rent, $25.00. 

Cash balance, $1,558.35. 

When the above transactions have been recorded in the cash book as instructed, 
prove cash and rule the cash book; then proceed as follows: 

1. Open accounts on ledger pap)er with H. H. Goodm n, Capital (4), Cash 
(4), Purchases (4), Sales (6), Exp)ense (4), A. R. Jennings (4), Central Hotel (4), 
M. A. Johnson (4), C. L. Loyd (4), Brown & Co. (4), Knox Bros. (4), Hazen & 
Lockhart (4), allowing for each account the space indicated; post the transactions, 
and prove the equality of the debits and credits by a Trial Balance of balances. 

2. After the instructor has approved the work required in the first para- 
graph, post to a sheet of ledger paper the transactions in the purchases journal for 
Exercise No. 16 and the sales journal for Exercise No. 19, which you were instruct- 
ed to retain, and the cash book in this exercise. Arrange the accounts as follows: 
Cash (6), customers (each 4 lines), creditors (each 4 lines), H. H. Goodm n. Capital 
(5), Sales (7), Purchases (4), Expense (4), allowing for each the number of lines 
indicated; take a Trial Balance of balances from this ledger. 

{Concluded on page $5') 
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(Exercise No. 22 — Continued from page 54.) 

The purpose of the second division of this exercise is to show that the ledger is 
in balance when all the transactions from all the special journals have been posted, 
the same as it is when all the transactions from each special journal have been 
posted. 

Present the purchases journal, sales journal, cash book, ledger resulting from 
posting the transactions from the three books, and Trial Balances to the instructor 
for approval. 

Exercise No. 23, Recording Transactions in the Cash Book. 

Record in the cash book the following cash transactions performed during the 
month of March by C. U. Steele, a retail shoe dealer: 

March i. C. U. Steele invested $2,500.00 in the retail shoe business. 

2. Bought from M. B. Arnstine, for cash, stock of shoes, $1,691.42. 

3. Paid telephone service in advance for three months, $20.00. 
Received $69.85 for cash sales. 

5. Paid clerk's salary, $25.00. 

6. Received $10.50 from R. L. Watson in full of account. 

8. Paid Bay State Shoe Co. $496.81 in full of account. 

9. Received $275.40 for cash sales. 

12. Paid clerk's salary, $25.00. 

13. Paid $75.00, premium on insurance policy. 

15. Paid Haynes, Henson & Co. $387.65 in full of account. 

16. Received $12.00 from C. A. Sheppard in full of account. 

18. Paid $8.25 for stamps and stationery. 

19. Paid clerk's salary, $25.00. 

22. Received $72.50 from J. C. Wilson & Co. in full of account, 
24. Received $11.50 from W. K. Love in full of account. 
26. Received $581.92 for cash sales. 

Paid clerk's salary, $25.00. 
29. Received $4.50 from A. R. King for merchandise sold him on the 12th. 
31. Paid rent. $50.00. 

Paid Cline Shoe Co. $168.42 for merchandise purchased on the 6th. 

Received $361.92 for cash sales. 
Cash balance, $902.54. 

When the above transactions have been recorded in the cash book as instructed, 
prove cash and rule the cash book. Open an account on page i of the double sheet 
of ledger paper used in Exercises Nos. 17 and 20 with C. U. Steele, Capital, eleven 
lines below the heading of the Sales account, an account with Expense seven lines 
below the heading of the account with C. U. S eele. Capital, and an account with 
Cash fourteen lines below the heading of the Expense account. Post the entries 
in the cash book to the accounts on pages i, 2 and 3 of the ledger sheet, and take a 
Trial Balance of balances. 

Retain the ledger and Trial Balance for use in Exercise No. 37. 

§ 46. The General Journal is a book of original entry in which all transac- 
tions are recorded except those recorded in special journals. The general journal 
is the same as the journal explained in § 22, and the ruling is the same as the various 
illustrations of the journal given in preceding chapters. When purchases are recorded 
in the purchases journal, sales in the sales journal, and cash receipts and payments 
in the cash book, all other transactions are recorded in the general journal. These 
transactions may be classified into four groups: (i) opening entries; (2) current 
entries; (3) correcting entries; (4) adjusting and closing entries. 

1[ I. Opening Entries are those necessary to record assets other than cash 
invited by the owner at the beginning of the business. If the business is owned 
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by one person and his investment is cash, the opening entry will be made in the 
cash book. If assets other than cash are invested, the accounts which are to show 
the value of the assets will be debited, and the owner's Capital account credited 
for the total of the assets in the opening entry in the journal. If the owner wishes 
to have the business assume liabilities, two entries are necessary to open the books, 
one to record the assets, and the other to record the liabilities; the owner's Capital 
account is debited for the total liabilities, and the accounts which are to show the 
liabilities, credited. 

ILLUSTRATION. January i, S. J. Shook began the retail shoe busineas. He invested 
cash $500.00, merchandise *425-65. and an Jantuirv t m^ 

account due him from W. H. Barton for January i, 192 

I221.75. He owes the Ritter Shoe Co. $150.00 

and the Haynes Shoe Co. $75.85. The cash \^H^BarUm 

invested will be recorded in the cash book « V ct^^t r^^t^i '" x^* ^#* 

as in the first entry in Illustration No. 22; o r o. v ^ , o ^^ * 

the other assets and the liabilities will be record- 1 •>• ^\ Shook, Capital 22$ 0$^ 

ed in the general journal as in the illustration ?}^^ ^"Sf ^^ i '^^ « 

at the riglit. Haynes Shoe Co. \ 7$ 8$ 

If desired, the entry for the cash invested may be made in connection with the entry in the 
general journal for the otner assets When this plan is followed, cash and each asset is debited and 
the proprietor credited in the same form as in the illustration. The proprietor is also credited for the 
cash in the cash book in the same manner as though the entry for the cash had not been made in 
the general journal. A check mark is placed in the L. F. column at the left of Cash in the general 
journal and at the left of the proprietor's name in the cash book to avoid double posting. 

^ 2. Current Entries are those necessary to record transactions in the reg- 
ular operations of the business. When the nature of these transactions is such 
that they cannot be recorded in one of the special journals, it is necessary to record 
them in the general journal. Current entries include those for transactions in 
which merchandise is returned to a creditor, a customer returns merchandise, 
assets other than cash are accepted from customers in payment of their obligations, 
and assets other than cash are given to a creditor in payment of an obligation 
owed him. 

ILLUSTRATION. May 12, George A. Douglas purchased from the Potter Shoe Co. two 
pairs shoes at $8.50. with the privilege of returning one pair within five days. This transaction 
was recorded in the sales journal, his account 

being debited with $17.00. Mav 15 he returned May is, 192 

one pair and received credit for $8.50 as per > - _ - — - 

agreement. The entry required in the gen- Sales 8\s<>^ 

eral journal is shown in the illustration at George A, Douglas 9 $0 

the right. | i : , 

If 3. Correcting Entries are those made necessary because of errors in record- 
ing transactions. These errors may occur in the calculations necessary to ascertain 
the amount of a sale, a purchase, merchandise returned by a customer, merchan- 
dise returned to a creditor, or they may be the result of incorrect posting. 

ILLUSTRATION. April 16, C. A. Moore purchased from Dawes Bros., retail tire dealers 
two 32 X %a Fisk cord tires at $37.75 each. The transaction was recorded in the sales journal 
by the booickeeper for Dawes Bros., but through an error, the amount was entered as $85.50 mstead 
of $75.50. May I, Dawes Bros, received $75.50 from Mr. Moore in full payment for the two tires. 
When the bookkeeper for Dawes Bros, posted 

the amount to Mr. Moore's account, there was May i 

a balaQce of $10.00, due to the error which - - _ - . _ — 

Mr. Moore had reported. The only means of Sales \ 10 

correcting this error was through an entry in C, A. Moore | lol 

the general journal similar to that in the lUus- 1 1 ' 

tration at the right. II . ' 

% 4. Adjusting and Closing Entries are those required at the end of a business 
year. These are explained and illustrated in Chapter VIII. 

H 5. Posting from the General Journal, Each amount entered in the debit 
column is posted to the debit side of the account written on the same line with it. 
Each amount entered in the credit column is posted to the credit side of the account 
written on the same line with it. The process is the same as that given in § 23. 
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Exercise No. 24, Purchases Journal, Sales Journal, General Journal, and 

Cash Book* 

Record in the purchases, sales (Illustration No. 19), and general journals and 
the cash book, the following transactions performed during the month of February 
by Donald D. Sells, a retail hardware merchant: 

Feb. I. Donald D. Sells invested $3,000.00 in the hardware business. 

2. Bought from Moore & Moore, City, on account, merchandise, $187.65. 

Enter in the purchases journal as Purchase No. i and number succeeding entries in this 
journal in regular orcler. 

3. Sold J. C. Mason, City, on account, four kegs nails at $4.50 each. 

4. Paid Davis Bros., City, $281.36 for a cash purchase of merchandise. 

Enter on the payments side of the cash book as a debit to the Purchases account. 

5. Paid $25.00 telephone rent for three months in advance. 

6. Bought from the Pickering Hardware Co., Danville, on fifteen days' 

time, merchandise, $321.97. 
Paid Moore & Moore $100.00 on account. 

8. Received $116.50 for cash sales. 

9. Sold Walter Love, Riverside, on account, one saw, $5.00; one com 

shelter, $37.25. 

10. Bought from Johnson Bros., Dayton, on fifteen days' time, merchandise 

$261.85. 
Received $18.00 from J. C. Mason in full of account. 

11. Paid Moore & Moore $87.65 in full of account. 

12. Sold J. C. Miller, City, on account, 100 lbs. lead at 8c; 4 doz. picks at 

$14.50 per doz. 

13. Received $106.95 for cash sales. 

Gave Walter Love credit for $5.00, value of the saw sold him on the 9th 
and returned by him per agreement. 

15. Received $20.00 from Walter Love to apply on account. 

16. Paid clerk's salary, $30.00. 

17. Bought from Donaldson Bros., Mooresville, on account, merchandise, 

$321.85. 

18. Sold Central Construction Co., Arlington, on account, 3 doz. shovels 

at $9.00 per doz. ; 5 doz. picks at $14.00 per doz. ; 6 scrapers at $38.50 
each. 

19. Paid Pickering Hardware Co. $321.97 in full of account. 

20. Received $15.60 cash from Davis Bros, for three kegs of nails purchased 

from them on the 4th and returned by us per agreement. 
Paid Johnson Bros. $150.00 on account. 
22. Received $125.25 for cash sales. 

24. Donaldson Bros, have allowed us credit for $32.60, cutlery purchased 

from them on the 17th and returned by us per agreement. 
Sold Walter Love, Riverside, on account, i Studebaker wagon, $125.00. 
Paid Johnson Bros. $100.00 to apply on account. 

25. Purchased from the Pickering Hardware Co., Danville, on fifteen days' 

time, merchandise, $127.50. 

26. Received $17.25 from Walter Love in full for the corn sheller sold him 

on the 9 th. 

27. Received $121.85 for cash sales. 

28. Paid rent, $50.00; clerk's salary, $30.00. 

When the above transactions have been recorded in the four books of original 
entry, prove cash (balance, $2,365.42) and rule the cash book as in Illustrations Nos. 
22 and 23. Open accounts on a sheet of ledger paper with Cash (8), J. C. Mason 
(5), Walter Love (7), J. C. Miller (5), Central Construction Co. (5), Moore & 
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Moore (6), Pickering Hardware Co.. (6), Johnson Bros. (6), Donaldson Bros. (5), 
Donald D. Sells, Capital (8), Sales (10). Purchases (10), Expense (8). allowing for 
each account the number of lines indicated; post from the books of original entry, 
and take a Trial Balance of totals. 

Retain the ledger and Trial Balance for use in Exercise No. 38. 

Exercise No. 25, Purchases Journal, Sales Journal, General Journal and 

Cash Book. 

Record in the purchases, sales (Illustration No. 20), and general journals and 
the cash book, the following transactions performed during the month of October 
by H. A. Popp, a retail coal dealer: 

Oct. I. H. A. Popp invested $1,000.00 in the retail coal business. 

3. Bought from the Central Coal Co., Jerseyville, on ten days' time, $250.00. 

Enter in the purchases journal as Purchase No. i and number succeeding entries in this 

journal in rcjfular rirder. 

Sold J. C. Miller, City, on account, coal per Sale No. i, $52.50. 

4. Bought from Davis Coal Co., Covington, on account, $175.50. 

5. Paid $10.00 for one month's telephone service 

6. Bought from Jellico Coal Co., Jellico, on fifteen days' time, $362.75. 

8. Paid the Central Coal Co. $100.00 on account. 
Received $62.80 for cash sales of coal. 

9. Sold M. B. Wallace, City, on account, coal per Sale No. 2, $30.50. 

10. Paid the Murray Drayage Co. $104.90, freight and drayage bills on coai 

purchased and delivered. 
Received $151.05 for cash sales of coal. 

11. Sold the Central Hotel. City, on account, coal per Sale No. 3, $242.50. 

12. Paid the Central Coal Co. $150.00 in full of account. 

13. Sold J. C. Miller, City, on account, coal per Sale No. 4, $16.50. 

15. Paid clerk's salary for the first half of the month, $40.00. 
Received $122.00 for cash sales of coal. 

16. Received $20.00 from M. B. Wallace on account. 

18. Paid the Donaldson Coal Co. $400.00 for coal delivered today. 
20. Paid the Jellico Coal Co. $150.00 on account. 

The Jellico Coal Co. has allowed us credit for $10.00 overcharge on coal 
purchased on the 6th. 

22. Received $10.50 from M. B. Wallace in full of account. 

23. Sold the Central Hotel, City, on account, coal per Sale No. 5, $27.50. 

24. Bought from the Davis Coal Co., Covington, on account, $209.38. 

25. Received $135.65 for cash sales of coal. 

26. Allowed the Central Hotel credit for $2.50, error in weight of coal sold 

them on the 23d. , 

Sold M. B. Wallace, City, on account, coal per Sale No. 6, $10.00. 

27. Received $200.00 from the Central Hotel to apply on account. 

29. Sold J. C. Miller, City, on account, coal per Sale No. 7, $40.00. 

30. Received $192.80 for cash sales of coal. 

31. Paid rent, $65.00; clerk's salary for the latter half of the month, $4000. 

When the above transactions have been recorded in the four books of original 
entry, prove cash (balance, $834.90) and rule the cash book. Open accounts on a 
sheet of ledger paper with Cash (8), J. C. Miller (7), M. B. Wallace (7), Central 
Hotel (6), Central Coal Co. (6), Davis Coal Co. (6), Jellico Coal Co. (6), H. A. Popp, 
Capital (8), Sales (12), Purchases (10), Expense (8), allowing for each account the 
number of lines indicated; post from the books of original entry, and take a Trial 
Balance of balances. 

Retain the ledger and Trial Balance for use in Elxercise No. 39. 
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Summary of Chapters II, III, IV and V. Transactions may be recorded 
direct in the ledger, in one journal and posted to the ledger, or in special journals 
and posted to the ledger; the final results are the same in eich case. The Trial 
Balance, if in balance, proves that the total of the debit amounts recorded in the 
ledger equals the total of the credit amounts recorded in the ledger; also that the 
addition of those accounts which have more than one amount recorded on the 
debit or credit side is correct. The Trial Balance may be made by using the total 
debits and total credits of each account, or the balance of each account; the final 
results are the same with either method. 

Each account is debited and credited through the recording of business 
transactions. All money received is recorded on the debit side of the Cash account, 
and all money paid on the credit side. The value of merchandise purchased is 
recorded on the debit side of the Purchases account, and the value of merchandise 
returned to a creditor on the credit side of this account. The value of merchandise 
sold is recorded on the credit side of the Sales account and the value of merchandise 
which customers return is recorded on the debit side of this account. When a cus- 
tomer bu>s merchandise and does not pay for it at the time it is purchased, his ac- 
count is debited for the amount; when he pays this obligation to the business, his 
account is credited. When a business buys merchandise and does not pay for it 
at the time of purchase, the account with the creditor is credited: when the busi- 
ness pays this obligation, the account with the creditor is debited. When a cus- 
tomer has paid all he owes, his account will be in balance: when the business has 
paid i\ creditor all it owes him, his account will be in balance. The expenses of 
the bu<?iness are recorded on the debit side of the Expense account. The owner 
of the business is credited in his Capital account with the investment, and debited 
with anv amount which he withdraws from the investment. 

The purpose of special journals is to save time in recording transactions and 
posting to the accounts in the ledger. When a number of transactions affect the 
same account, the amounts debited or credited to this account may be posted in 
one amount if all these transactions are in one journal. The purchases journal 
contains a record of all transactions in which merchandise is purchased on account; 
the sales journal contains a record of all transactions in which merchandise is sold on 
account; the cash book contains a record of all transactions in which cash is re- 
ceived and paid. 



QUESTIONS 

1. Describe in detail the labor saved in recording one hundred sales of merchan- 

dise on account in the sales journal instead of the journal. 

2. Describe in detail the labor saved in recording fifty purchases of merchandise 

on account in the purchases journal instead of the journal. 

3. Can you suggest some method of obtaining a copy of a sale made to a customer 

on account without writing twice the description of the articles sold? 

4. Describe in detail the labor saved in recording one hundred sales in the sales 

journal, Illustration No. 20, instead of the sales journal. Illustration No. 19, 
provided you have suggested a means of retaining a copy of the items sold 
without writing them twice. 

5. When is it advisable to record the transactions in a cash receipts journal and 

a cash payments journal? 

6. Is It necessary to enter receipts on the left and payments on the right pages 
^ of a cash book? 
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7. Describe in detail the method of proving cash. 

8. Would you consider it advisable to prove cash before posting? Give reason 

for your answer. 

9. Describe in detail the method of recording a purchase of merchandise for 

cash in the cash book and the purchases journal. 

10. Describe in detail the method of entering a cash purchase in the cash book 

only. 

11. What account is debited and credited when the total cash receipts and cash 

payments are posted at the end of the month? 

12. Name the account debited when the total of the purchases journal is posted 

at the end of the month. What accounts show the credits? 

13. What account is affected when the total of the sales journal is ix)sted at the 

end of the month? How? 

14. Why is it necessary to post the total of the purchases journal and the total ot 

the sales journal at the end of the month? 

15. If the difference between the two sides of the cash book is greater than the 

cash on hand, what does this indicate? 

16. If the difference between the two sides of the cash book is less than the cash 

on hand, what does this indicate? 

17. If you were keeping books for a retail drug store and the difference between 

the two sides of the cash book was $10.00 more than the cash on hand, 
what entry would you make for this $10.00? 

18. Have you seen a cash register in operation? If so, can you explain its con- 

nection with the entries in the cash book? 

19. What does the total of the debit side of the cash book show? 

20. What does the total of the credit side of the cash book show? 

21. What does the total of the debit side of the Cash account in the ledger show? 

22. What does the total of the credit side of the Cash account in the ledger show? 

23. Will the balance of cash on hand, as shown by the cash book on December 31, 

1 92 1, show the same amount as the balance of the Cash account in the 
ledger which shows a record of cash transactions from January i, 192 1 to 
December 31, 1921? 

24. What additional information, which is not shown in the cash book, does the 

owner of a business obtain from the totals of the two sides of the Cash 
account in the ledger? 

25. Name some of the transactions which the bookkeeper for a retail jewelry 

business might enter in the general journal. 



Chapter VI 

A MODEL SET 

The Purpose of this Model Set is to illustrate the recording of transactions 
for a period of two months and to serve as a basis for completing the two practice 
sets which are separate frpm the text. The references in connection with each trans* 
action correlate the principles discussed in the preceding chapters with the recording 
of the transactions. Illustrations Nos. 25-38 show the method of recording the 
transactions for September and October, ruling the books of account, posting, 
forwarding accounts, and the Trial Balance at the close of each month. The stu- 
dent is not required to record the transactions for September and October, but 
he should check them with the entries in the illustrations before he begins the 
first practice set, or as he proceeds with it. 

MEMORANDA OF TRANSACTIONS FOR' MODEL SET 



I. 



September 

W. A. Gordon invested $1,000.00 cash and $500.00 merchandise in the re- 
tail grocery business. (Recorded as in the first entry in Illustration No. 29 
and the first entry in Illustration No. 28; §§ 43 and 46. Two accounts are 
debited, §§15 and 17, and one account credited, § 34.) 
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Illustration No. 25, Purchases Journal for Model Set 
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2. Bought from Brown Bros., .City, on account, merchandise per Purchase No. 

i> $79-30. (Recorded as in the first entry, Illustration No. 25; § 38.) 

3. Bought from King & King, City, on account, merchandise, per Purchase No. 

2, $136.95. (References same as for above transaction.) 

4. Paid $25.00 cash for city and state license. (Debit § 32; credit § 15.) 

5. Sold A. Y. Jordan, 115 Main St., City, on account, merchandise per Sale No. 

I, $16.25. (Recorded as in the first entry. Illustration No. 26; § 40.) 

Bought from Brown Bros., City, for cash, merchandise per Purchase No. 3, 
$194.00. (Recorded as in the third entry in Illustration No. 25 and in the 
second entry in Illustration No. 30.) 

6. Received $32.00 for sundry cash sales to date. (Debit § 15; credit § 18.) 

Paid Brown Bros. $79 30 in full for merchandise purchased on the 2d. (Re- 
corded as in the third entry, Illustration No. 30; § 28.) 

8. Sold People's Hotel, 165 Willis St., City, on account, merchandise per Sale 
No. 2, $59.35. (Debit §*27; credit § 18. Illustration No. 26.) 
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Illustration No. 26, Page i of the Sales Journal for Model Set. 
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Illustration No. 27, Page 2 of the Sales Journal for Model Set. 

Received $10.00 from A. Y. Jordan to apply on merchandise sold him on the 
5th. (Debit § 15; credit § 27. Illustration No. 29.) 

Bought from Brown Bros., City, on account, merchandise per Purchase No. 

4, $230.00. (Debit § 17; credit § 28. Illustration No. 25.) 

Sold A. Y. Jordan, 115 Main St., City, on account, merchandise per Sale 
No. 3, $56.25. (Debit § 27; credit § 18. Illustration No. 26.) 

Received $30.50 from People's Hotel to apply on account. 

Received $40.00 for sundry cash sales to date. (Debit § 15; credit § 18.) 
Paid King & King $100.00 to apply on account. (Debit § 28; credit § 15.) 
Sold W. O. Burns, Kingston, on account, merchandise per Sale No. 4, $54.40. 
(Debit § 27; credit §18. Illustration No. 26.) 

Bought from Brown Bros., City, on account, merchandise per Purchase No. 

5, $24^.00. (Debit § 17; credit § 28. Illustration No. 25.) 

Proved cash (balance, $714.20) and posted. (§44; § 39; § 41; § 45; § 46, 
t 5. Illustrations Nos. 33, 34, 35 and 36.) 

Sold People's Hotel, 165 Willis St., City, on account, merchandise per Sale 
No. 5, $51.40. (Illustration No. 26.) 

Bought from Lake View Creamery, Dayton, on 20 days' time, merchandise 
per Purchase No. 6, $30.00. (Illustration No. 25.) 

Received $35.00 from W. O. Burns to apply on merchandise sold him on the 
13th. (Illustration No. 29.) 

Sold James O. Wills, 416 Broad St., City, on account, merchandise per Sale 
No. 6, $44.30. (Illustration No. 26.) 

Allowed People's Hotel credit for $9.10, one barrel flour, purchased on the 
1 6th, returned because it had been damaged by coming in contact with 
kerosene. (§ 18, ^ i; § 27, \ 2; § 46, \ 2. Illustration No. 28.) 

Paid King & King $36.95 in full of account. (Illustration No. 30.) 
Received $65.00 for sundry cash sales to date. (Illustration No. 29.) 

Sold James C. Wells, 765 E. 9th St., City, on account, merchandise per Sale 
No. 7, $26.05. (Illustration No. 26.) 

(Continued on page 65.) 
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Illustration No. 28, Page i of the General Journal for Model Set. 
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23. Bought from Brown Bros., City, on 10 days' time, merchandise per Purchase 

No. 7, $199.10. (Illustration No. 25.) 

Received credit from Brown Bros, for $12.60, three cases of canned peaches 
at $4.20, purchased on th6 loth, returned per agreement. (§ 28, ^ i ; § 17, 
If 2; § 46, t 2. Illustration No. 28.) 

24. Received $15.00 from People's Hotel to apply on account. 

25. Sold People's Hotel, 165 Willis St., City, on account, merchandise per Sale 

No. 8, $82.05. (Illustration No. 26.) 

26. Received $6.25 from A. Y, Jordan in full for merchandise sold him on the 

5th. (Illustration No. 29.) 

Sold James C. Wells, 765 E.'9th St., City, on account, merchandise per Sale 
No. 9, $44.25. (Illustration No. 26.) 

27. Sold People's Hotel, 165 Willis St., City, on account, merchandise per Sale 

No. 10, $80.25. (Illustration No. 26.) 

Received $44.50 for sundry cash sales to date. (Illustration No. 29.) 

29. Bought from King & King, City, on 10 days' time, merchandise per Purchase 

No. 8, $174.75. (Illustration No. 25.) 

Received $65.00 from People's Hotel to apply on account. 

30. Paid Brown Bros. $150.00 to apply on merchandise purchased on the 15th. 

(Illustration No. 30.) 

Sold James O. Wills, 416 Broad St., City, on account, merchandise per Sale 
No. II, $37.56. (Illustration No. 26.) 

Paid bookkeeper's salary for September, $75.00; rent for September, $65.00. 
(§ 32, H I ; § iSt IF 2. Illustration No. 30.) 

Proved cash (balance, $618.00), and ruled the cash book. Posted* from the 
purchases, sales and general journals, and the cash book. Footed and 
ruled the purchases journal and sales journal; posted the total purchases, 
sales, cash receipts and cash payments. Took a Trial Balance of balances; 
checked the Trial Balance t3ecause it did not balance due to an error in 
posting. (Illustration No. 37.) 

The check marks on the double line at the left of each amount in the books of original entry 
indicate that the September Trial Balance did not balance and it was necessary for the bookkeeper 
to check the posting to ascertain the error. These check marks should be made on the double line to 
avoid confusion with the figures. It is not always possible to show the exact position of these check 
marks in the illustrations due to the variation in printing. 

October 

1. W. A. Gordon withdrew $200.00 cash from his capital. 

Bought from Dick, McMillan & Co., Springfield, on 15 days* time, merchan- 
dise per Purchase No. 9, $381.78. 

2. Received $50.00 from James C. Wells to apply on account. He called atten- 

tion to our error in debiting him with the sale of September 30; made a 
correcting entry to adjust this. 

Paid the Central Transfer Co. $2.25 cash for freight and drayage on merchan- 
dise purchased on September 17. 

3. Received $100.00 from People's Hotel to apply on account. 

*The accounts resulting from this posting are illustrated on pages 70-73. The arrangement 
of the accounts in these illustrations is in the same order as the information will be needed in the 
preparation of the reports to be provided the owner. The reports to be prepared from these accounts 
are explained in Chapter VII. 
* 
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Paid Brown Bros. $199.10 in full for merchandise purchased on Sept. 23. 

Sold J. C. Taylor, 3752 Crescent Ave., City, on account, merchandise per 

Sale No. 12, $132.55. 
Received $87.65 for sundry cash sales to date. 

Paid Mrs. W. B. Scott $2.50 for two brooms which she bought and paid for 

on the 4th and returned to us per agreement. 
Sold People's Hotel, 165 Willis St., City, on account, merchandise per Sale 

No. 13, $142.50. 

Received $50.00 from James O. Wills to apply on account. 

Paid Lake View Creamery $30.00 in full for merchandise purchased Sept. 17 

Sold A. Y. Jordan, 115 Main St., City, on account, merchandise per Sale 
No. 14, $38.50. 

Paid King & King $174.75 ^^ full of account. 

Paid Brown Bros. $200.00 to apply on merchandise purchased September 10. 

Sold A. Y. Jordan, 115 Main St., City, on account, merchandise per Sale 
No. 15, $42.50. 
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Illustration No. 29, Page 2, Receipts Side of Cash Book for Model Set. 
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Received $19.40 from W. O. Burns in full for merchandise sold him Sept. 13. 
Received $109.80 for sundry cash sales to date. 

Paid $18.50 for repairs in the office. 

Sold People's Hotel, 165 Willis St., City, on account, merchandise per Sale 
No. 16, $92.90. 

Bought from Lake View Creamery, Dayton, on 20 days' time, merchandise 

per Purchase No. 10. $48.00. 
Received $50.00 from People's Hotel to apply on account. 
Sold W. O. Bums, Kingston, on account, merchandise per Sale No. 17, $45.75. 
Proved cash (balance, $257.75) and posted. 

Bought from Brown Bros., City, on 30 days' time, merchandise per Purchase 

No. II, $216.50. 
Paid Dick, McMillan & Co. $381.78 in full of account. 

Sold J. C. Taylor, 3752 Crescent Ave., City, on account, merchandise per 

Sale No. 18, $86.42. 
Paid $5.00 for stamps. 

Paid Brown Bros. $98.00, balance due on merchandise purchased Sept. 15. 
Received $129.50 for sundry cash sales to date. 
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Illustration No. 30, Page 3, Payments Side of Cash Book for Model Set. 
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Illustration No. 31, Page 4, Receipts Side of Cash Book for Model Set. 

20. Bought from King & King, City, on 30 days* time, merchandise per Purchase 

No. 12, $127.65. 
Discovered an error of $10.00 in the calculations for the purchase from Brown 
Bros, on September 23, and received instructions from them to debit their 
account with this amount. 

21. Sold J. C. Taylor, 3752 Crescent Ave., City, on account, merchandise per 

Sale No. 19, $55.40. 

Sold a customer stamps for cash, soc. 

22. Received $3.45 from People's Hotel in full for all merchandise sold them in 

September, less all credits to date. 

Sold James O. Wills, 416 Broad St., City, on account, merchandise per Sale 
No. 20, $51.40. 

23. Received $25.00 from W. O. Burns to apply on account. 

Sold People's Hotel, 165 Willis St., City, on account, merchandise per Sale 
No. 21, $162.25. 

24. Gave A. Y. Jordan credit for $3.75, two hams sold him on the loth and re- 

turned per agreement. 

Bought from Dick, McMillan & Co., Springfield, on 15 days' time, merchan- 
dise per Purchase No. 13, $117.90. 

25. Sold People's Hotel, 165 Willis St., City, on account, merchandise per Sale 

No. 22, $116.65. 

Received $20.30 from James C. Wells in full of account. 

27. Received $136.45 for sundry cash sales to date. 

Bought from Dawson Bros. & Co., Lebanon, on 30 days' time, merchandise 
per Purchase No. 14, $307.55. 
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Illustration No. 32, Page 5, Payments Side of Cash Book for Model Set. 

Sold W. O. Burns, Kingston, on account, merchandise per Sale No. 23, $12.50. 
Shipped package to him by parcel post and debited his account with 60c, 
the required amount of postage. 



28. Sold James O. Wills, 416 Broad St., City, on account, merchandise per Sale 

No. 24, $38.65. 

Bought from King & King, City, on 30 days' time, merchandise per Purchase 
No. 15, $141.37- 

29. Received $50.00 from People's Hotel to apply on account. 

Sold Robert E. Cowan, 3175 Burnet Ave., City, on account, merchandise 
per Sale No. 25, $61.83. 

30. Received $56.25 from A. Y. Jordan for balance due on merchandise sold him 

September 11. 

31. Received $150.00 from J. C. Taylor to apply on account. 
Received $87.19 for sundry cash sales to date. 

Paid bookkeeper's salary for October, $75.00; rent for October, $65.00. 

Proved cash (balance, $291.61) and ruled the cash book. 

Took stock of the merchandise in the store so that the bookkeeper might prepare 
the necessary reports showing the assets, liabilities, income, costs and net 
income for the two months during which the business has been operated. 
The usual monthly Trial Balance was taken including the information 
necessary in the preparation of reports. Balanced the Cash account. 

The foregoing instructions include posting all entries, ruling the purchases and sales journal, 
and the posting of the total purchases, sales, cash receipts and cash payments. The results of the 
instructions are shown in Illustrations Nos. 25-36 and 38. The Cash account after it is balanced 
is shown at the top of page 70; it is customary to balance the Cash account at the end of the busi- 
nea» vear. The work of preparing the reports of the operations of the business showing the facts 
which Mr. Gordon desires are explained m Chapter VII. 
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Illustration No. 33, Page i of the Ledger for Model Set. 
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Illustration No. 34, Page 2 of the Ledger for Model Set. 
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Illustration No. 35, Page 3 of the Ledger for Model Set. 
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Illustration No. 36, Page 4 of the Ledger for Model Set. 
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Illustration No. 37, Trial Balance of Balances for First Month of Model Set. 
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Illustration No. 38, Trial Balance for Second Month of Model Set. 

The purpose of showing both sides of the Purchases and Sales accounts, the merchandise in- 
ventory at the beginning of the fiscal period and purchases during the period is explained in Chapter VI I . 
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Exercise No. 26, Recording Transactions, Posting and Trial Balance. 

Record the transactions given below in the purchases, sales and general jour- 
nals, and the cash book. All purchases and sales except those for cash are "on 
account*' and are entered in the purchases or sales journal ; number the entries in 
each of these journals in regular order, beginning with one. 

April I. J. N. Fulton invests $1,500.00 in the radio supply business. 

2. Bought from Standard Radio Co., Chicago, supplies, $681.70. 

3* Paid rent for month, $45.00, and telephone service, $15.00. 

4. Sold Davis Bros., City, 100 ft. No. 14 aerial wire, 45c; i Willard radio 

storage battery, $12.00. 

5. Paid $365.87 for cash purchase of radio supplies. 

9. Bought from the Radio Service Co., Dayton, supplies, $962.48. 

12. Paid $37.50 insurance on stock. (Debit Expense.) 

15. Receiv^ for cash sales to date, $350.60. 

17. Paid $25.00 for stamps and stationery. 

18. Paid Standard Radio Co. $38.70, on account. 

Received credit from Radio Service Co. for supplies returned, $20.15. 

19. Sold Caleb Fall, City, i Thordarson amplifying transformer, $4.00; 

I Remler detector panel, $8.00. 

20. Sold Jacob Dolittle, City, 200 ft. 7-strand aerial wire, $1.50; i doz. 

aerial insulators, $3.00; 2 test buzzers, $1.30; 2 Willard storage 
batteries, $24.00; 2 doz. switch points, 60c. 

23. Sold Joe Smith, for cash, 200 ft. No. 14 aerial wire, 90c. 

24. Gave Joe Smith 45c for 100 ft. aerial wire which he returned. 

26. Received $15.00 from Jacob Dolittle, to apply on account. 

27. Sold A. J. Bowen, Columbus, i mounted crystal detector, $1.95. Debit 

his account with 75c, postage required on this shipment. 
30. Sold A. F. Shaw, City, i complete radio outfit, $125.00, to be installed 
under our inspection, installation cost to be paid by him. 
Received for cash sales to date, $414.85. 
Paid clerk's salary, $80.00. 

Prove cash (balance, $1,673.8^), rule the cash book and purchases and sales 
journals, and post all entries including the totals. Arranee the accounts in the ledger 
as in the Model Set, allowing five lines for each personal account and eight lines tor 
each of the other accounts. Take a Trial Balance of balances. 

May I. Sold Davis Bros., City, 6 "B" Batteries, 22 J^ volt, $11.70; i loud 

speaker, $15.00; i filament rheostat, $1.25. 

2. Bought from Standard Radio Co., Chicago, supplies, $343.60. 
Received for cash sales to date, $157.81. 

Gave the Radio Service Co. $600.00 to apply on account. 

3. Sold Caleb Fall, City, i New Howard rheostat, $1.10; 6 porcelain 

V. T. sockets, $2.70. 
Received check from A. J. Bowen in full of account. 
Received a bill from the Kelly Electric Co. for $24.50, installation 

cost of the radio outfit sold A. F. Shaw on April 30. 

Debit A. F. Shaw and credit Kelly Electric Co. in the general journal. 

4. Paid Lawton Express Co. $26.17, freight and drayage on purchases. 
Gave Caleb Fall credit for 45c because one of the porcelain V. T. sockets 

sold him on the third was defective. 
Sold the entire stock of merchandise for $2,000.00 cash. 

Prove cash (balance $3,208.17), rule the cash book and purchases and sales jour- 
nals, and post all entries including the totals. Take a Trial balance, using both sides 
of the Sales and Purchases accounts and the balances of the other accounts. 

Retain the ledger and Trial Balance for use in Exercise No. 40. 



76 



QUESTIONS ON THE MODEL SET. 



QUESTIONS ON THE MODEL SET 

These questions refer to Illustrations Nos. 25-38. 

1. What do the check marks (v) at the left of the amounts in the books of 

original entry, ledger, and Trial Balance for the month of September, 
indicate? 

2. Why .are there no check marks at the left of the amounts for the month of 

October? 

3. Why did the Trial Balance September 30 balance when there was an error 

in one of the accounts as indicated by the adjusting entry in the general 
journal October 2? 

4. Explain the transactions recorded in the account of A. Y. Jordan without 

referring to a book of original entry. 

5. Why is the Expense account credited in the general journal entry of Oc- 

tober 27? 

6. Does the general journal entry of October 2 change the value of the assets 

or liabilities of the business? 

7. Why is the People's Hotel account not ruled on the same blue line on each 

side on October 22? 

8. Explain the transactions in the account of Brown Bros, without referring 

to a book of original entry. 

9. When is payment due for the merchandise purchased from Brown Bros. 

October 16? 

10. Why are both sides of the account with Brown Bros, carried forward and 

the balance of the account with the People's Hotel carried forward? 

11. What indicates that the People's Hotel account is that of a customer and 

Brown Bros, that of a creditor? 

12. What is the balance due on the merchandise sold A. Y. Jordan October 10? 

13. Why not forward the totals of both columns of the general journal in the 

same manner as the totals of the purchases journal and sales journal? 

14. Why is the total of each side of the cash book forwarded and not the balance? 

15. When is it necessary to forward the totals of a book of original entry? 

16. What information is shown in the Cash account which is not shown in the 

cash book? 

17. Why is the double ruling in the cash book on the same blue line on each side? 

18. Why is it necessary to write in the cash book the date of the purchase or sale 

when cash is paid or received to apply on that particular purchase or sale? 

19. Why is the cash balance carried down below the double ruling on the debit 

side of the cash book and entered in the second column? 

20. What information of value does the owner of the business obtain from the 

entries on the debit side of the Sales account? 

21. Why is the Purchases account credited in the general journal entry of Sep- 

tember 23? 

22. Why is the Sales account debited in the general journal entry of October 24? 

23. If Sales had been credited for the first transaction of October 23, (a) what 

accounts would have been affected and (b) how affected? 

24. If the owner wished to know the value of merchandise in stock, from what 

accounts could he ascertain this information? 

25. Why is W. O. Burns debited in the general journal entry of October 27? 



Chapter VII 

BALANCE SHEET AND STATEMENT OF PROFIT AND LOSS 

The Purpose of this C!hapter is to explain the Balance Sheet and Statement 
of Profit and Loss — two reports prepared by the bookkeeper for the information 
of the owner. The illustrations are applicable to the business of W. A. Gordon in 
the Model Set, Chapter VL The income tax return for an individual is explained 
and illustrated in Appendix C. 

§ 47. Fiscal Period. The owner of a business will want to know from time 
to time the results of his operations because he has invested cash or other assets in 
the business with the purpose of making a profit. Since the Federal Government 
requires a report of the results of the operations of the business for one year in 
order to ascertain the amount of income tax the business is to pay, the owner 
usually ascertains the results of operating the business yearly. However, if the 
nature of the business is such that the profit should be ascertained more often, 
the owner can obtain this information at such times as he desires, but this does 
not release him from the yearly report required by the Federal Government. The 
period of operation for which the profit is ascertained is referred to as the fiscal 
period^ which, as explained, may be for one year or such part of a year as the owner 
may designate. 

§ 48. Method of Ascertaining the Profits or Loss. The profit or loss 
resulting from the operations of a business is (i) the difference between the pro- 
prietorship at the beginning and the proprietorship at the end of a fiscal period, 
and (2) the difference between the income and the cost for the period. If the 
value received and the value parted with in each transaction are recorded, the 
profit or loss will be the same with each of the two methods. When ascertaining 
the profit or loss by subtracting the proprietorship at the beginning and end of 
the period, it is necessary to take into consideration withdrawals from capital 
and additional investments during the period. 

The proprietorship of W. O. Crosswhite, a retail grocer, January i, is $8,000.00, and on Dec- 
ember 31 of the same ^ear, $11,500.00. If he has not nvithdrawn part of bis invested capital or 
invested additional capital during the year, his net profit is $3,500.00; if he had withdrawn $500.00 
from his capital during the year, his net profit would have been $4,000.00, and if he had invested 
an additional $500.00 durine the vear, his net profit would have been $^.oon.oo. If, during the 
same year, the income resulting from the operations of the grocery business conducted by Mr. 
Crosswhite is $6,500.00 and the cost, $3,000.00, his net profit is $3,500.00. It is necessary for Mr. 
Crosswhite to know the amount of the income and cost as well as the net profit, because he must 
submit this information on his income tax return as explained in Appendix C. 

§ 49. A Merchandise Inventory is the value of all merchandise in stock 
at the close of a fiscal period as shown by a written list of this merchandise. The 
information on this list includes the quantity and description of each kind of 
merchandise and its value at cost or present market price whichever is the lower. 

It is necessary to ascertain the value of the merchandise owned by the business 
through an inventory at the close of the fiscal period because it is one of the assets 
and its value is not shown in either the Purchases or the Sales account. The Pur- 
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MERCHANDISE INVENTORY. 



chases account shows the cost of the merchandise bought, and the Sales account 

the returns from sales, but the value of the merchandise in stock is not shown as 

a result of this record because the selling price is greater than the cost price. 

A unit record of the merchandise purchased and sold mgv be kept in certain lines of business, 
such as musical instruments, shoes, clothing, and furniture; but in other lines, such as hardware, 
proceries, and dry goods, it is not practicabfe to keep a record of each unit purchased and sokl. It 
IS necessary to ascertain the value of merchandise in stock by an inventory at the close of the fiscal 
period whether or not a record of the units purchased and sold is kept, because of thefts, errors in 
filling orders, and many other causes which result in the number of units shown by the record not 
corresponding with the number of units on hand. 

An inventory of the following merchandise owned by W. A. Gordon and in 
stock by actual count at the close of the fiscal period ending October 31, would 
appear in inventory form as in Illustration No. 39: 

Granulated sugar, 1,216 lbs., cost $4.50 per 100 lbs.; 1,183 lbs. brown sugar, 
cost $4.10 per 100 lbs.; 256 lbs. roasted coffee, cost 22c per lb.; 1,802 lbs. bacon, 
cost 15c per lb.; 8 hams, 183 lbs., cost 17c per lb.; 5 cans, 261 lbs., lard, cost l6c 
per lb.; 24 doz. cans tomatoes, cost $1.10 per doz.; 20 doz. cans pineapples, cost 
$2.00 per doz.; 18 doz. cans peaches, cost $1.95 per doz.; 20 doz. cans corn, cost 
$1.50 per doz.; 268 lbs. creamery butter, cost 33c per lb.; 60 bbls. Blue Ribbon 
flour, cost $5.10 per bbl.; 34 bbls. White Rose flour, cost $5.25 perbbl.; 25 bbls. 
Fancy flour, cost $6.00 per bbl.; 25 bu. beans, cost $i.6o per bu.; 20 bxs. Werk's 
soap, cost $4.00 per box. 
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Illustration No. 39, Inventory of Groceries, Model Set. 

EXPLANATION. The quantities indicated by the figures at the left were obtained by wci|{h- 
ing or counting the articles in stock. The price was ascertained from the invoices. This price in- 
cludes not only the invoice cost but also the freight cost. The figures at the right were ascertained 
by multiplying the quantity by the price. 
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Exercise No. 27, Merchandise Inventory. 

Prepare on journal paper an inventory for the following merchandiise owned 
by the Fred B. Jenkins Hardware Co. and in stock December 31 : 

Nails, 10 kegs 8-d., cost $4.50 per keg; 15 kegs lo-d. nails, cost $4.25 per keg; 
12 doz. No. 9 hammers, cost $9.00 per doz. ; 7 doz. No. 4 Simmons saws, cost $10.00 
per doz., present market price, $900 per doz.; 5 doz. No. 3 hatchets, cost $8.00 
per doz., present market price $7.00 per doz.; 50 gal. Lucas paint, cost $1.75 per 
gal., present market price, $1.60 per gal.; 25 gal. varnish, cost $2.00 per gal.; 159 
lbs. white lead, cost 42c per lb.; 5 No. 3 gas stoves, cost $7.50 each. 

Exercise No. 28, Merchandise Inventory. 

Prepare on journal paper an inventory for the following merchandise owned 
by U. R. Underbill Stationery Co., and in stock June 30: 

Typewriter desks, 8. cost $65.00 each; 5 used typewriters, cost $62.50 each; 
7 chairs, cost $4.50 each; 3 bookkeeper's desks, cost $27.50 each; 14 loose-leaf 
ledgers, cost $16.50 each; 27 sections No. 9 filing cases, cost $5.60 each; 5 filing 
cases, cost $6.50 each; 500 reams typewriting paper, cost 35c per ream, present 
market price, 38c per ream; 65 reams legal paper, cost 90c per ream, present 
market price, 97c per ream; 150 doz. pen points, cost 32c per doz.. 

THE BALANCE SHEET 

§ 50. The Balance Sheet is a written report of the assets, liabilities, 

and proprietorship of a business prepared at the close of a fiscal period. The 

information is obtained from the asset and liability accounts in the ledger (Trial 

Balance) and the merchandise inventory at the close of the fiscal period. The 

asset? are usually listed as follows: cash, notes receivable (written promises to 

pay money to the business), accounts with customers, and merchandise inventory. 

The liabilities are usually listed as follows: notes payable (written promises signed 

by the business), and accounts with creditors. The accounts should be arranged 

in the ledger in the order in which they appear on the Balance Sheet. 

The Balance Sheet may be prepared in "account" form (Illustration No. ao) or "report" 
form (Illustration No. 41). Either form is correct, but accountants usually prefer the account 
form because it shows assets opposite liabilities; this information is of value to the owner of the 
business in determining his financial condition because the liabilities must be paid out of the assets. 

The assets and liabilities of W. A. Gordon as shown by the accounts in his 
ledger on pages 70, 71 and 72, October 31, are as follows: 

Assets: 

Cash $291 .61 

Accounts Receivable: 

A. Y. Jordan 77.25 

W. O. Burns 33.85 

James O. Wills 121 .91 

J. C. Taylor 124.37 

Robt. E. Cowan 61 . 83 

People's Hotel 464.30 

Liabilities: 
Accounts Payable: 

King & King 269.02 

Lake View Creamery 48.00 

Dick, McMillan & Co 117.90 

Dawson Bros. & Co 307*55 

Brown Bros 223 . 90 

Merchandise Inventory, October 31 (Illustration No. 39), $1,477.15. 
A Balance Sheet prepared in account form from this information will appear 
as in Illustration No. 40, and in report form, as in Illustration No. 41. 
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Illustration No. 40, Balance Sheet for Model Set, "Account" Form. 

EXPLANATION. This illustration shows the Balance Sheet for W. A. Gordon, prepared 
in "account" form from the accounts in the ledger on pa^es 70, 71 and 72 (Trial Balance, page 74) 
and the inventory of merchandise, page 78. The same mformation is shown in "report" form in 
the illustration below. 
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Illustration No. 41, Balance Sheet for Model Set, "Report" Form. 
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Exercise No. 29, Balance Sheet. 

Prepare a Balance Sheet in account form for J. J. Hagan, who is engaged in 
the office supplies business, from the following assets and liabilities as shown by 
the accounts in his ledger at the close of the fiscal period, December 31: 

Assets: 
Cash $357.50 

Accounts Receivable: 

L. A. Stallman 150.00 

W. R. Jones 63.50 

Sinton Hotel 132.65 

W. H. Wilson 1450 

Robert W. Hill 3500 

J. J. Anderson 36. 18 

H. R. Kraus 130.00 

Liabilities! 
Accounts Payable : 

A. Martin Stationery Co $180.00 

Hall Bros 127.50 

Laurence & Scott 205.07 

O. L. Robertson 192.90 

Central Mfg. Co 182.55 

Globe-Wemicke Co 100.00 

Merchandise Inventory, December 31, $865.40. 



Exercise No. 30, Balance Sheet. 

Prepare a Balance Sheet in account form for C. M. Becket, a hardware mer- 
chant, from the following assets and liabilities as shown by the accounts in his 
ledger at the close of the fiscal period, June 30: 

Assets: 
Cash $850.00 

Accounts Receivable: 

C. R. Carter 50.00 

J. A. Smith 38.50 

John B. Dawes 76. 19 

A. J. Baird & Son 3990 

Johnson Construction Co 125.50 

B. H. Franklin 207.90 

C. C. Ernst 260.00 

Liabilities: 
Accounts Payable : 

Evans Bros. Hdwe. Co $160.00 

D. D. Bowen 350.00 

Smith Bros 107.60 

A. L. Games & Co 135.00 

Pickering Hardware Co 150.00 

Merchandise Inventory, June 30, $442.85. 
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Exercise No. 31, Balance Sheet. 

Prepare a Balance Sheet in report form for C. H. Shelter, an automobile dealer, 
from the following assets and liabilities as shown by the accounts in his ledger at 
the close of the fiscal period, July 31 : 

Assets: 

Cash $6,741 .85 

Accounts Receivable: 

. W. Hayes 44-75 

. J. Davis 52.40 

'. lobert Humphries 452 .00 

A. L. Arnot 9.65 

T. M. Bowen 55- 15 

Liabilities: 

Accounts Payable: 

Packard Automobile Co $1,500.00 

Wamer-Lenz Co 152 . 50 

Goodyear Rubber Co 250.00 

Citizens Motor Car Co 350.00 

Merchandise Inventory, July 31, $6,181.75. 

STATEMENT OF PROFIT AND LOSS 

§ 51. The Statement of Profit and Loss is a written report of the income, 
costs, and net profit or loss resulting from the operations of a business during a 
fiscal period, prepared at the close of the period. This information is obtained 
from the income and cost accounts in the ledger (Trial Balance) and the inven- 
tory of merchandise at the close of the period. The report should show (i) the net 
sales, (2) the cost of the merchandise sold, (3) the profit made by selling mer- 
chandise, (4) the operating cost of the business, and (5) the net profit or loss. 
The accounts should be arranged in the ledger in the order in which they appear 
on the Statement of Profit and Loss so that this report can be prepared from the 
Trial Balance without rearranging the accounts thereon. 

The Statement of Profit and Loss may be prepared in account form or in report form (Illus- 
tration No. 42), the same as the Balance Sheet. Accountants usually prefer the report form because 
the deductions in connection with ascertaining the profit on sales and the operating cost of the busi- 
ness can be shown more distinctly in this form. 

The income, costs, and beginning inventory of W. A. Gordon, as shown by 
the accounts in his ledger October 31, page 73, are as follows: 

Income: 

Sales of merchandise $2,364.00 

Less merchandise returned by customers 15-35 

Costs: 

Inventory, September i (beginning) 500.00 

Purchases of merchandise during the period 2,635. 10 

I^ss merchandise returned to creditors 22 .60 

Expense (operating cost) for the period 327.40 

The merchandise inventory at the close of the fiscal period, October 31 
(Illustration No. 39), is $1,477.15. 

A Statement of Profit and Loss prepared in report form from this information 
will appear as in Illustration No. 42. 
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Illustration No. 42, Statement of Profit and Loss for Model Set, "Report" Form. 

EXPLANATION. This illustration shows the Statement of Profit and Loss (income and cost) 
for W. A. Gordon, prepared in "report" form from the income and cost accounts in the ledger on 
page 73 (Trial Balance, page 74) and the inventory of merchandise, page 78. The same information 
may be shown in "account" form in the same manner as in the Balance Sheet, Illustration No. 40. 
Sales Cr. minus Sales Dr. equals net returns from sales; Purchases Dr. minus Purchases Cr. equals 
net purchases; net purchases minus inventory at the close of the fiscal period equals cost of mer- 
chandise sold; net returns from sales minus cost of merchandise sold equals profit made by selling 
merchandise; profit made by selling merchandise minus Expense Dr. equals net profit. The "Proof ' 
shown on this statement is explained in § 52. 

Exercise No. 32, Statement of Profit and Loss. 

Prepare a Statement of Profit and Loss for L. M. Hazen, a retail grocer, from 
the following information obtained from the accounts in his ledger at the close of 
the fiscal period, December 31: 

Income: 
Sales of merchandise $685 .29 



Less merchandise returned by customers 

Costs: 

Inventory, July i (beginning) 

Purchases of merchandise during the period 

Less merchandise returned to creditors 

Expense (operating cost) for the period 

The inventory of merchandise, December 31, is $862.45. 



37.10 

801.25 
489.50 

24.35 
78.50 
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Exercise No. 33, Statement of Profit and Loss. 

Prepare a Statement of Profit and Loss for A. Reagan, a retail jeweler, from the 
following information obtained from the accounts in his ledger at the close of the 
fiscal period, ^arch 31 : 

Income: 

Sales of merchandise $1,016.68 

Less merchandise returned by customers 20. 10 

Costs: 

Inventory, January i (beginning) 1,216.31 

Purchases of merchandise during the period 458.90 

Less merchandise returned to creditors 21 . 11 

Expense (operating cost) for the period 154-70 

The inventory of merchandise, March 31, is $1,127.36. 

Exercise No. 34, Statement of Profit and Loss. 

Prepare a Statement of Profit and Loss for C. H. Sheller, an automobile dealer, 
from the following information obtained from the accounts in his ledger at the close 
of the fiscal period, July 31 : 

Income : 

Sales of merchandise $4,907.54 

Less merchandise returned by customers loi .32 

Costs: 

Inventory, January i (beginning) 5,000.00 

Purchases of merchandise during the period 4,506.96 

Less merchandise returned to creditors 210. 11 

Expense (operating cost) for the period 406.07 

The inventory of merchandise, July 31, is $6,181.75. 

§ 52. Relation Between the Two Reports. The Balance Sheet and 
Statement of Profit and Loss have been discussed independent of each other be- 
cause the purpose of the discussion was to explain the nature of each report. How- 
ever, there is a relation between these two reports because the information is 
obtained from the accounts which show the results of recording business trans- 
actions completed by a business during a fiscal period. 

If all the accounts on pages 70, 71, 72 and 73 are checked with those accounts 
used in preparing the Balance Sheet (Illustration No. 40) and the Statement 
of Profit and Loss (Illustration No. 42), it will be observed that the only account 
not appearing on either of the two reports is that with W. A. Gordon, Capital; 
also that the Balance Sheet shows the capital of W. A. Gordon as a different amount 
from that shown by his Capital account in the ledger. The reason his Capital 
account as it appears at the close of the fiscal period is not shown on either report 
is that his proprietorship has increased through the operations of the business; in 
this case the increase is $385.90, the difference between the net investment and 
the proprietorship at the close of the period, also the difference between the income 
and cost. 

Because of this relation between the two reports, the bookkeeper can prove 

the correctness of each report before submitting it to the owner of the business. 

A proof of the reports in Illustrations Nos 40 and 42 is given below the Statement 

of Profit and Loss, Illustration No. 42. If desired, this same proof may be shown 

in connection with the Balance Sheet. 

It is customary to show assets, liabilities, and proprietorship on the Balance Sheet, and income, 
costs, and the net profit on the Statement of Profit and Loss; hence the proof of the two reports 
may be made separate from the reports or in connection with one of them. 
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Exercise No. 35, Balance Sheet and Statement of Profit and Loss. 

Prepare a Balance Sheet in report form and a Statement of Profit and Loss 
from the following Trial Balance and inventory of merchandise, May 31: 

Cash $2,192.35 

Novelty Gift Shop 764.50 

Wharton & Co 810.30 

Timmich Art Co ) 743-90 

Sadler Printing Co 956.30 

American Paper Mills 374.05 

Counts Bros 78.98 

T, B. Stone, Capital 2,000.00 

Sales 10.10 2,399. 17 

Purchases (Inventory, May i, $1,012.75) 2,621.45 26.30 

Expense 180.00 

$6,578.70 $6,578.70 

Merchandise Inventory, May 31, $826.80. 

Exercise No. 36, Balance Sheet and Statement of Profit and Loss. 

Prepare a Balance Sheet in report form and a Statement of Profit and Loss 
from the following Trial Balance and inventory of merchandise, June 30: 

Cash $2,330.51 

Rogers Seed Market 535.65 

Terry Grocery Co 1,156.20 

Farmers Exchange 269.49 

Evergreen Flower Shop 282 .90 

A. R. Trimble 661 .76 

Brookville Nurseries $2,364.09 

Empire Seed Co ii327 . 84 

L. D. R. Howland, Capital 2,500.00 

Sales 32.01 2,595.20 

Purchases (Inventory, June i, $906.75) 31296.95 61 . 13 

Expense 282.79 

$8,848.26 $8,848.26 

Merchandise Inventory, June 30, $740.22. 

QUESTIONS 

1. If Robert Brown pays $5,000.00 cash for a grocery business on January i, 

1920, and sells it for $6,500.00 cash on December 31, 192 1, does this indicate 
that the net profit resulting from the operations of the business is 
$1,500.00? 

2. On June 30, 1921, George A. Clark, who owns and operates a gasoline service 

station, wishes to borrow $2,000.00 from the bank and is requested to make 
a report to the bank of the financial condition of his business. Would the 
bank require a Balance Sheet or a Statement of Profit and Loss? What 
information would it require? 

3. What is A. L. Day's profit or loss for the year 1922 if his proprietorship at 

the beginning of the year is $3,000.00; investments during the year, 
$1,000.00; withdrawals during the year, $500.00; and his proprietorship 
at the end of the year is $5,000.00? 
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4. October 31, 1921, the profit and loss accounts of J. B. Sullivan as shown by 

the Trial Balance taken on that date are as follows: General Expense* 
$857.50; Selling Expense, $1,252.80; Delivery Expense, $609.75; Sales, Dr., 
$165.60, Cr., $3,875.92; Purchases, Dr., $1,888.95, Cr., $32.50. The mer- 
chandise inventory is $561.12. Has his business been operated at a profit 
or a loss? State the amount of the profit or loss. 

5. L. J. Strong has been offered the grocery business at 762 Main St. He wishes 

to know that the merchandise inventory submitted to him by the present 
owner is correct and asks you to verify it. How would you proceed in making 
the verification? Why is it necessary to know the value of the merchandise 
in stock before ascertaining the profit or loss for a fiscal period? 

6. If you were the bookkeeper for a business engaged in the sale of Victrolas and 

Victrola records, could you devise a plan whereby a record could be kept 
of each article purchased and sold? 

7. If such a plan were effected, would the number of units of each kind on hand, 

as shown by the record, be equal to the number of units in stock, as shown 
by actual count, at the close of the fiscal period? 

8. Name some conditions that might cause a discrepancy between the record 

and the actual stock on hand. 

9. If merchandise which cost $800.00 is inventoried at $600.00, the present 

market price, what effect will this have on the net profit for the period? 

10. If merchandise is inventoried at present market value when this is less than 

the cost value, why is it not inventoried at present market value when this 
is greater than the cost? 

11. Can you name a condition under which it would be advisable to use the 

present market value even though this should be greater than the cost? 

12. What information does the owner of a business obtain from the Balance Sheet 

that he can not obtain from the accounts in the ledger? 

13. What information does the owner of a business obtain from the Statement of 

Profit and Loss which he can not obtain from the accounts in the ledger? 

14. Why is "Cash" listed first on the Balance Sheet? 

15. How does the owner of a business expect to pay its liabilities? 

16. Name two forms in which the Balance Sheet may be prepared. 

17. Which is considered the better of the two forms? State reasons for answer. 

18. If the Sales account shows a debit of $1,500.00 and a credit of $6,000.00, 

what does this indicate? 

19. If the net returns from sales are $4,565.50 and the expense of operating the 

business is $4,375.00, what does this indicate? 

20. If the total assets are $7,682.50 and the total liabilities $6,552.90, what does 

this indicate? 

21. If the total assets are $10,500.00 and the total liabilities $1,500.00, what does 

this indicate? 

22. Would it be practicable for a department store to make a Balance Sheet and 

Statement of Profit and Loss at the close of each month? Why? 

23. Why is it necessary for each business concern in the United States to have a 

Balance Sheet and a Statement of Profit and Loss prepared at least once each 
year? 

24. What information can the owner obtain from his Balance Sheet which will be of 

assistance to him in securing credit from other business concerns? 

25. Why is it that the difference between the total assets and total liabilities equals 

the net investment plus the net profit? 



Chapter VIII 

CLOSING THE LEDGER 

The Purpose of this Chapter is to explain and illustrate the process of 
closing the ledger at the end of a fiscal period. It is customary to close the ledger 
at the end of a fiscal period in order that the profit or loss resulting from the oper- 
ations of the business during the period may be credited or debited to the owner's 
account, and in order that the income and cost accounts may be in balance at 
the beginning of the next period. The illustrations are applicable to the business 
of W. A. Gordon in the Model Set, Chapter VI. 

§ 53. Closing the Ledger is an accounting term applied to the process of 
transferring the net profit or net loss to the owner's Capital account at the close 
of a fiscal period. This process requires the closing of all income and cost accounts 
which appear on the Statement of Profit and Loss. As explained in § 34, the 
owner's interest in the business consists of the assets invested at the beginning 
of the business, subsequent investments, and the net profit resulting from the 
operations of the business, less withdrawals from the investment, and the net loss, 
if the business has been operated at a loss. The debits and credits to the owner's 
Capital account will show the investments and withdrawals, but will not show 
the profit or loss resulting from the operations of the business until the ledger has 
been closed. For this reason, it is customary for the bookkeeper or accountant to 
close all accounts shown on the Statement of Profit and Loss at the close of a fiscal 
period and to debit or credit the owner's Capital account with the loss or profit 
reported to the owner on the Statement of Profit and Loss. 

§ 54. Accounts Required in Closii^ the Ledger. Two accounts in 
addition to those discussed in the preceding chapters are required in closing the 
ledger: one to show the value of the merchandise inventory and the other to show 
the operating cost, special losses, gross profit on sales, special profits, and net profit; 
the former account is usually given the title ''Inventory" or "Merchandise Inven- 
tory," and the latter, "Profit and Loss." Other accounts may be required; these 
will be explained and illustrated as they are needed in connection with the dis- 
cussion of the adjusting and closing entries. 

INVENTORY ACCOUNT 

§ 55. The Purpose of this Account is to show the value of the merchan- 
dise on hand at the close of the fiscal period as indicated by the merchandise in- 
ventory. It is necessary to show the value of the inventory in an account in the 
ledger because it is shown as one of the assets on the Balance Sheet. 

Debit the Inventory Account: Credit the Inventory Account: 

Hi. At the close of each fiscal If 2. At the beginning or close of 

period, with the value of the each fiscal period, with the 

merchandise inventory at the value of the merchandise in- 

close of the period. ventory at the close of the 

preceding fiscal period as in- 
dicated by the entry on the 
debit side. 

If 3. The Balance of this Account shows the value of the merchandise in- 
ventory at the close of the fiscal period. 
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88 CLOSING THE LEDGER. 

PROFIT AND LOSS ACCOUNT 

§ 56. The Purpose of this Account is to show the operating cost, special 
losses, principal income, and special profits for the fiscal period as shown by the 
Statement of Profit and Loss. No transactions are recorded in this account, the 
debits and credits being formed by transferring to it the balances of the profit 
and loss accounts shown on the Statement of Profit and Loss. If desired, the 
balances of these accounts could be closed direct into the owner's Capital account, 
but it is considered the better practice to have one account in the ledger which 
summarizes the facts shown on the Statement of Profit and Loss. This account 
is opened only at the close of the fiscal period, and when the balances of all the 
profit and loss accounts have been transferred to it and its balance transferred 
to the owner's Capital account, it is ruled and remains in balance until the close 
of the next fiscal period. 

Direct profits or losses that occur during the fiscal period should not be credited or debited to 
the Profit and Loss account, but to a special account, the nanie of which should indicate the nature 
of the profit or loss, as "Profit on Sales of Real Estate," "Loss on Stolen Typewriter,*' "Loss on 
Delivery Truck," etc. 

Debit the Profit and Loss Account: Credit the Profii and Loss Account: 

K I. At the close of each fiscal period, ^ 3. At the close of each fiscal period, 

with the balance of the Ex- with the gross profit on sales. 

pense account or accounts. % 4. At the close of each fiscal period, 

Y 2. At the close of each fiscal period, with the balance of each ac- 

with the balance of each ac- count which shows a profit. 

count which shows a loss. 

If 5. The Balance of the Profii and Loss Account shows the net profit or net 
loss for the fiscal period, which is the same as the **Net Profit" or "Net Loss** shown 
on the Statement of Profit and Loss. This balance is debited or credited to 
the owner's Capital account. 

The student may wonder why the account is not named "Loss and Profit," or "L09S and Gain," 
because the losses are recorded on the debit side and the gains or profits on the credit side. The 
title "Profit and Loss" is not arbitrary, and "Loss and Gain" may be used if desired. However, 
the title "Profit and Loss" is preferred by accountants because the account is a summary of those 
accounts used in connection with the preparation of the Statement of Profit and Loss. 

CLOSING ENTRIES 

§ 57. Entries to Close the Ledger. Five or more entries are necessary to 
close the ledger as follows: (i) to record the merchandise inventory at the close 
of the fiscal period; (2) to close the Purchases account; (3) to close the Sales 
account; (4) to close the Expense account; (5) to close the Profit and Loss account. 
A separate entry is required to close each account which shows an income or a cost, 
hence the number of entries will depend on the number of accounts to be closed. 
The information for these entries is obtained from the Statement of Profit and 
Loss, hence this statement is used as a guide in closing the ledger. 

The first entry may be regarded as an adjusting entry required to show in the ledger the 
value of an asset used in the preparation of the Balance Sheet, or as one of the entries necessary in 
the process of closing the ledger. (§46, ^H 4 and 5.) 

§ 58. Methods of Closing the Ledger. The five or more closing entries 
are of the same nature as entries for transactions which occur in the regular oper- 
ations of the business in that each entr>'^ requires an account debited and an ac- 
count credited, the values being the same. These entries may be made direct in 
the ledger accounts or in the general journal and posted to the ledger in the same 
manner as transactions. When entries are made in the general journal and posted 
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to the ledger, the process is known as the "journal entry method" of closing the 
ledger; when the adjusting entries are made direct in the ledger, the process of 
closing is referred to as the "direct method" of closing the ledger. Both methods 
of closing the ledger will be discussed and illustrated to emphasize the fact that 
the final results are the same no matter which method is used. 

The student might conclude from the foregoing discussion that the direct method of closing 
is used when the transactions are recorded direct in the ledger, and the journal entry method of 
closing when the transactions are recorded in books of original entry and posted to the ledger. How- 
ever, this is not true in practice, because many bookk^pers prefer the direct method of closing 
even though the transactions are recorded in books of original entry and posted. It is quite evident 
that the journal entry method is the better because it facilitates auditing by providing a record of 
the closing entries in a book of original entry. 

§ 59. Journal Entry Method. When the closing entries are made in the 
journal, they are recorded in the same manner as those necessary to record trans- 
actions. All the entries are made under date of the last day of the fiscal period. 
The five journal entries required to close the ledger of W. A. Gordon (Model Set) 
on pages 70-73 are shown in the illustration on page 90. The posting of these 
closing entries is shown in the illustration on pages 91 and 92; pages 70 and 71 
are not repeated because none of the accounts on these two pages are affected by 
the closing entries. An analysis of the closing entries is given on pages 94, 95 and 96. 

§ 60. Direct Method of Closing. When the closing entries are made direct 

in the ledger and not in the journal, they are recorded in the same manner as 

transactions (§§ 19, 29 and 35), except it is customary to use red ink in the entry 

which balances an account. The ledger page is given in each entry for reference. 

The entries are made under date of the last day of the fiscal period. The process 

of closing the ledger of W. A. Gordon (Model Set) on pages 70-73 by the direct 

method is explained and illustrated in Appendix B. 

The direct method of closing is illustrated in Appendix B, separate from the journal entry 
method in this chapter to avoid confusion. The student should compare the two methods because 
a knowledge of both is necessary to a thorough understanding of each. The final results are the 
same with either method, but preference is given to the journal entry method in this text because 
it is preferred and recommended by practicing accountants. The reason for this preference is 
that the entries in the journal facilitate auditing. Before auditing a ledger which has been closed 
by the direct method, it is necessary for the auditor to prepare journal entries so that he may know 
that each entry has been posted. 

§ 61. Balancing an Account. When it is desired to rule an account 
which does not balance and carry the balance down below the ruling on the same 
page or forward it to a new page, the process is referred to as balancing an account. 
This is effected by entering the balance on the smaller side under the date on which 
the account is balanced and ruling the account. It is customary to use red ink for 
the date, figures and the ruling, but its use is not arbitrary. The balance is brought 
down with black ink on the opposite side of the account below the ruling or under 
the title of the account on a new page. The method of balancing the Cash account 
is shown on page 70 and the proprietor's Capital account on page 91. 

§ 62. A Post-Closing Trial Balance is a list of the open accounts in the 
ledger with the balance set opposite the name of each account, prepared after 
all the adjusting and closing entries have been made in the accounts. The facts 
shown on this Trial Balance are the same as those shown on the Balance Sheet 
and should be checked with it before the Balance Sheet is submitted to the owner 
for his approval. This Trial Balance is necessary in order that the bookkeeper may 
know that the accounts in the ledger agree with the facts shown on the Balance 
Sheet, and that the ledger is in balance before the transactions performed in the 
next fiscal period are recorded. 
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Illustration No. 43, Page 2 of the General Journal for Model Set. 

EXPLANATION. This illustration shows the five entries (§ 57) to close the ledger for W. 
A. Gordon, Model Set, made in journal form (§ 59). The information is obtained from the State- 
ment of Profit and Loss, Illustration No. 42. These entries are analyzed and further explained on 
pages 94, 95 and 96. 



CLOSING ENTRIES POSTED 
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Illustration No. 44, Page 3 of the Ledger for Model Set. 

EXPLANATION. This page is the same as page 72 except the Capital account has been 
credited with the net profit and is balanced as explained on page 93. Pages 70 and 71 are not 
repeated here because they are not affected by the closing entries. 
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Illustration No. 45, Page 4 of the Ledger for Model Set. 

EXPLANATION. This page is the same as page 73 except the journal entries on page 90 
have been posted and the accounts "in balance" have been footed and ruled. Pages 72 and 73 would 
appear the same as pages 91 and 92 if the closing entries had been posted to them. 



POST-CLOSING TRIAL BALANCE. 
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Illustration No. 46, Profit and Loss Account, Model Set 

The above account would be opened on pase 5 of the ledger for the Model Set, the first four 
pages being full as shown on pages 70, 71, Oi and 92. This account is the result of closing the Pur- 
chases, Sales and Expense accounts; the balance has been transferred to W. A. Gordon, Capital, 
as shown in the illustration at the bottom of page 91. 



BALANCING THE CAPITAL ACCOUNT 

If desired, the owner's Capital acqount may be ruled and his present capital (proprietary 
interest in the business) carried down under date of the be^nning of the next fiscal period. If this 
plan is followed, the i>reBent capital is entered on the debit side with red ink, and the balance carried 
down on the credit side under date of the beginning of the next fiscal period as in the illustration 
at the bottom of page 91. 

POST-CLOSING TRIAL BALANCE 
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Illustration No. 47, Post-Closing Trial Balance for Model Set 

This Trial Balance is made from the ledger accounts on pages 70, 71, 91 and 93; the Accounts 
Receivable and Accounts Payable are each snown in one amount because these were not affected 
by the closing entries. The accounts are arranged in the same order as the accounts appear in the 
ledger. The facts on this Trial Balance are the same as those shown by the Balance Sheet. The 
post-closing Trial Balance proves that the ledger is in balance after the closing entries are posted. 

Combined Journal Entry 

If desired, the accounts used in making the Statement of Profit and Loss may be closed with 
their balances by a combined journal entry. The journal entry at the right shows this method of 
closing the accounts which 

were closed by the five sep- | j/ ll I 'I 

arate entries on page 90. Inventory 1477 15 ' 

This form of closing is not j Sales 2348 6$ \ 

recommended by account- ' Purchases \ | || 3112 50 

ants because the Profit and Expense ' 327 40 

Loss account is omitted. | W. A, Gordon, Capital -, ' |j 38590 

It is desirable to have in the 1 . 1 i 

ledger a summary of all the accounts showing a profit or loss such as that provided by the Profit 
andf Loss account, because this information is very valuable for statistical purposes. The student 
will understand this better after he is more familiar with the accounting procedure developed later 
in the course. 
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ANALYSIS OF CLOSING ENTRIES. 
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ANALYSIS OF CXOSING ENTRIES ON PAGE 90 

The First Entry is that required to record the merchandise inventory at the close of the fiscal 
period. This entry is necessary because the cost of sales is ascertained on the Statement of Profit 
and Loss by subtracting the 

inventory at the close of the ^S.-^ns-^-d*- 

fiscal period from the net 
purchases. The Inventory 
account is debited to record 
the asset; the Purchases ac- 
count is credited for the in- 
ventory so that when it is 
posted, the subtraction will 
be indicated. It is custom- 
ary to write "Mdse. Inv," 
in the explanation column 
of the Inventory account, 
and "Inventory" in the ex- 

Planation column of the 
urchases account. 
The illustration at the 
right shows the Purchases 
account at the close of the 
fiscal period, the journal 
entry to record the inven- 
tory at the close of the period, 
and the Inventory and Pur- 
chases accounts as they ap- 
pear after the journal entry 
nas been posted. 
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The Second Entry is that required to transfer the balance of the Purchases account to 
the Sales account. This entry is necessary because the profit on sales is ascertained on the Statement 
of Profit and Loss by sub- 



1 



tracting the cost ot mer- 
chandise sold from the net 
sales. The Sales account is 
debited for the cost of sales 
so that when it is posted, 
the subtraction will be indi- 
cated; Purchases is credited 
because this account shows 
the cost of sales. When this 
entry is posted, the Pur- 
chases account will balance 
and be ruled, and the bal- 
ance of the Sales account 
will show the net profit on 
sales as shown by the State- 
ment of Profit and Loss. It 
is customary to write "Cost 
of Sales" in the explanation 
column of each of these 
accounts. 

The illustration at the 
right shows the Sales and 
Purchases accounts before 
the second entry has been 
posted, the journal entry to 
close the Purchases account 
into the Sales account, and 
the Sales and Purchases ac- 
counts after this journal 
entry has been posteci. The 
balance of the Sales account 
now shows the net profit 
made by selling merchandise 
because the credit side shows 
sales and the debit side cost. 
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ANALYSIS OF CLOSING ENTRIES. 
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The Third Entiy is that required to transfer the balance of the Sales account to the Profit 
and Loss account. This entry is necessary because it is customary td show in the ledger a summary 
of the facts shown by the 

Statement of Profit and Loss j:=^i^.<^^--c^ 

Sales is debited because this 
account shows the profit 
on sales; the Profit and Loss 
account is credited because 
this account is credited for 
all income. When this entry 
is posted, the Sales account 
will balance and be ruled, and 
the Profit and Loss account 
will show the profit on sales. 
It is customary to write 
"Profit on Sales" in the 
explanation column of each 
of these accounts. 

The illustration at the 
right shows the Sales ac- 
count before the third entry 
has been posted, the journal 
entry to close the Sales ac- 
count into the Profit and Loss 
account, and the Sales and 
Profit and Loss accounts 
after this journal entry has 
been posted. The profits and 
losses could be closed direct 
into the proprietor's account 
instead of Profit and Loss 
as explained in \ 56. 
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The Fourth Entry is that required to transfer the balance of the Expense account to the Profit 
and Loss account. This entry is necessary because the net profit is ascertained on the Statement of 
Profit and Loss by subtrac- 
ting the expense from the 
profit on sales. The Profit 
and Loss account is debited 
so that when it is posted, the 
subtraction will be indicated; 
the Expense account is cred- 
ited because this account 
shows the expense for the 
period. When this entry is 
posted, the Expense account 
will balance ana be ruled, and 
the balance of the Profit and 
Loss account will show the 
net profit. It is customary 
to write "Profit and Loss" 
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in the explanation column of 
the Expense account, and 
"Expense" in the explana- 
tion column of the Profit 
and Loss account. 

The illustration at the 
right shows the Profit and 
Loss and the Expense ac- 
counts before the fourth 
entry has been posted, the 
journal entry to close the 
Expense account into the 
Profit and Loss account, and 
the Profit and Loss and the 
Expense accounts after this 
entry has been posted. 
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ANALYSIS OF CLOSING ENTRIES. 



The Fifth Entry is that required to transfer the balance of the Profit and Loss account to the 
proprietor's Capital account. This entry is necessary because the purpose of closing the ledger is to 
transfer the net profit to the 
proprietor's account. The 
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rrofit and Loss account is 
debited because this account 
shows the net profit; the 
proprietor's Capital account 
IS credited because this profit 
is equivalent to an additional 
investment. When this entry 
is posted, the Profit and Loss 
account will balance and be 
ruled, and the proprietor's 
Capital account will show 
his present proprietorship as 
shown by the Balance Sheet. 
It is customary to write the 
name of the proprietor's 
Capital account in the ex- 

glanation column of the 
rofit and Loss account, and 
"Profit and Loss" in the ex- 
planation column of the 
proprietor's account. 

The illustration at the 
right shows the Profit and 
Loss account and the account 
with W. A. Gordon, Capital, 
before the fifth entry has 
been posted, the journal 
entry to close the Profit and 
Loss account, and the Profit 
and Loss and W. A. Gordon 
Capital accounts after this 
entry has been posted. 

If desired, the proprietor's 
Capital account may be bal- 
anoed and ruled as explained 
on page 93 and illustrated at the bottom of page 91; this plan is usually followed. 
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Closing the Inventory Account 

If desired, the inventory of merchandise at the close of the fiscal period may be transferred 
to the Purchases account at the be^nning of the next fiscal period. If it is not transferred to the 
Purchases account at the beginnmg of the 

period, then it will be necessary to trans- ^ 

fer it to this account at the close of the period .-_:—_ -_-_-:.- • *• ^ — 

because the cost of merchandise on hand at I 



Purchases 

Inventory 
To close the Inventory 

account at beginning 

of fiscal period 
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the beginning of the period must be added 

to the cost of merchandise purchased during 

the period to ascertain the total cost of 

all merchandise. The form of entry for 

transferring the merchandise inventory to 

the Purchases account is the same whether 

it is made at the beginning or the close of the period. The entry necessary to transfer the inventory 

to the Purchases account for W. A. Gordon, Model Set, is shown at the right. The date, November 

I, at the top, indicates that this entry was made at the beginning of the next fiscal period. After 

this is posted, the Inventory account will be in balance, and the value of the inventory will appear 

on the debit side of the Purchases account under date of November i; it is customary to write 

"Inventory" in the explanation column of the ledger. 



Exercise No. 37, Closing the Ledger, Journal Entry Method. 

Prepare a Balance Sheet and Statement of Profit and Loss, each in report 
form, from the Trial Balance of C. U. Steele, resulting from recording the trans- 
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actions in Exercises Nos. 17, 20 and 23 (merchandise inventory, $6,127.50). Close 
the ledger by the journal entry method and take a post-closing Trial Balance. 

The student was instructed to retain the Trial Balance and ledger sheets at the conclusion 
of Exercise No. 23. 

Exercise No. 38, Closing the Ledger, Direct Metliod. 

Prepare a Balance Sheet in account form and a Statement of Profit and 
Loss in report form from the Trial Balance of Donald D. Sells, resulting from 
recording the transactions in Exercise No. 24 (merchandise inventory, $762.78). 
Close the ledger by the direct method, and take a post-closing Trial Balance. 

The student was instructed to retain the Trial Balance and ledger at the conclusion of Exer* 
cise No. 24. 

Exercise No. 39, Closing the Ledger, Journal Entry Method. 

Prepare a Balance Sheet in account form and a Statement of Profit and Loss 
in report form from the Trial Balance of H. A. Popp, resulting from recording 
the transactions in Exercise No. 25 (merchandise inventory, $396.54). Close the 
ledger by the journal entry method, and take a post-closing Trial Balance. 

The student was instructed to retain the Trial Balance and ledger at the conclusion of Exer- 
cise No. 25. 

Exercise No. 40, Closing the Ledger, Combined Journal Entry. 

Prepare a Balance Sheet and Statement of Profit and Loss, each in report 
form, from the Trial Balance of J. N. Fulton, resulting from recording the trans- 
actions in Exercise No. 26. Close the ledger by a combined journal entry as ex- 
plained at the bottom of page 93, and take a post-closing Trial Balance. 

The student was instructed to retain the Trial Balance and ledger at the conclusion of Exer- 
cise No. 26. 

Summary of Chapters VI, VII and VIII. The Model Set in Chapter VI 
illustrates the method of recording transactions, posting and taking a Trial Balance. 
Illustrations are provided so that the student may see the connection between the 
transactions and the Trial Balance at the end of the month. 

The Balance Sheet is a report showing the assets, liabilities and proprietor- 
ship. The Statement of Profit and Loss is a report showing a list of the income, 
costs and net profit. The proprietorship as shown by the Balance Sheet less the 
net profit or plus the net loss as shown by the Statement of Profit and Loss equals 
the proprietorship at the beginning of the fiscal period. 

"Closing the ledger" is a term used to describe the method of transferring 
the profit or loss to the owner's Capital account. Certain entries are required to 
make this transfer. These entries may be made direct in the ledger in the same 
manner as transactions may be recorded direct in the ledger, or tihey may be re- 
corded in the general journal and posted to the ledger. The accounts to be closed 
are those used in connection with the Statement of Profit and Loss; they include 
cost and income accounts. The Profit and Loss account is used in the process of 
closing; when all accounts have been closed, the balance of the Profit and Loss 
account is transferred to the owner's Capital account. The post-closing Trial 
Balance proves that the equality of debits and credits has been maintained 
throughout the closing process. 

QUESTIONS 

1. Explain the meaning of the term "closing the ledger." 

2. Is it necessary to close the ledger? Why? 

3. When is the ledger closed? 

4. Name the two methods of closing the ledger. 
* 
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5. What is the purpose of the Profit and Loss account? 

6. Why is the account not named "Loss and Gain" since losses appear on the 

debit side and gains on the credit side? 

7. What is the purpose of the post-closing Trial Balance? 

8. Why are accounts ruled when the two sides are equal? How? 

9. Why is it necessary to open an account with Inventory at the close of the 

fiscal period? 

10. Name the five entries usually required in connection with closing the ledger. 

11. If the business had made a profit other than that shown by the Purchases, 

Sales and Inventory accounts, would a separate entry be required to close 
this profit into the Profit and Loss account? If the profit is credited to a 
Profit on Sales of Real Estate account, name the accounts debited and 
credited in the closing entry. 

12. A business owned a horse which it used in connection with the delivery of its 

merchandise; this horse died and the loss was debited to a "Loss on Dead 
Horse" account. Would a special entry be required to close the balance of 
this account into the Profit and Loss account? Name the accounts debited 
and credited in this closing entry. 

13. After the ledger is closed, what accounts remain open? 

14. What relation does the credit to the owner's Capital account after it is closed 

have to the assets and liabilities shown by the accounts that remain open 
after the ledger is closed? 

15. Describe the process of closing the ledger by the direct method. 

16. Describe the process of closing the ledger by the journal entry method. 

17. Which method of closing the ledger is considered the better? Why? 

1 8. Are the debits and credits equal in each closing entry? Why is this necessary? 

19. If an account is closed with an incorrect amount, what eflfect will this have 

on the Trial Balance of the first month of the next fiscal period? 

20. Mention an error in the closing of the ledger which would effect future Trial 

Balances. 

21. Why is the Cash account balanced at the close of the fiscal period? 

22. Describe the entry necessary to close the balance of the Inventory account 

into the Purchases account. When should this entry be made? 

23. Is it necessary to balance each customer's account and each creditor's account 

in the ledger at the close of the fiscal period? Give reasons for your answer. 

24. Is it necessary to balance the Capital account after the net profit or net loss 

for the period has been credited or debited to it? 

25. Why is red ink used for closing the Capital account even though the other 

accounts may be closed by journal entries? 



Chapter IX 

BUSINESS FORMS AND VOUCHERS 

The Purpose of this and the two Succeeding Chapters is to explain and 
illustrate those business forms used most frequently in connection with the per- 
formance of business transactions. A printed statement of the business transac- 
tion which has been completed is sufficient for determining the debits and credits 
in connection with the transaction, but a knowledge of business forms is necessary 
because they represent transactions to the bookkeeper. 

§ 63. A Business Form or Voucher is a written statement concerning 
a business transaction to be performed or one that has been completed. The two 
terms are used with the same meaning, but the term "voucher" usually refers to 
a business form which is an evidence of a cash payment. Business forms prepared 
for a specific purpose are usually printed with blank space for the information 
desired in connection with a transaction. These forms are referred to by name, 
as purchase order, invoice, purchases invoice, sales invoice, bill, sales ticket, receipt, 
deposit ticket, check, note, sight draft, time draft, trade acceptance, etc. The 
various business forms will be explained and illustrated as they are needed in 
the recording of transactions in the practice sets. In this chapter, those which 
relate to the purchases and sales of merchandise are explained and illustrated. 

§ 64. Use of Business Forms. A business form serves two purposes: 
(i) it provides written informatioii'in regard to a business transaction, thus avoid- 
ing the misunderstanding which might result from a verbal contract; (2) it pro- 
vides information for the basis of the entry made by the bookkeeper when he re- 
cords the transaction. From the standpoint of the bookkeeper, business forms 
are very important because they not only provide the information which he needs 
in recording transactions, but also support his records when these are verified 
by the auditor. 

In the preceding chapters, the transactions have been recorded from a printed statement of 
the facts; in practice, the bookkeeper would make his record from business forms because no 
printed record of rhe transactions would be available. The usual process is (a) transactions performed 
as evidenced by business forms; (b) a record of these transactions in books of original entry; (c) the 
accounts in the ledger resulting from posting; (d) the Trial Balance at the end of the month to prove 
the equality of the debits and credits; (e) a report of the assets and liabilities, and profits and losses 
to the owner at the close of the fiscal period. 

§ 65. A Purchase Order, or ''order" as it is sometimes termed, is the written 
authority from the purchaser, authorizing the seller to make shipment of the mer- 
chandise described therein. The printed form provided for a purchase order 
should be made in duplicate, the original and duplicate printed on different-colored 
paper, and each original and duplicate numbered the same, the numbers being 
arranged consecutively. When the order is made, the same facts are shown on 
the duplicate as on the original and the duplicate is filed for reference. When 
this plan is followed, the purchaser has available all the information given in each 
order and can check the list of the merchandise received with this to determine 
whether the order has been filled as directed. 

Merchandise may be ordered by letter, by telegraph, or by telephone; when the order is placed 
by letter, a description of the merchandise desired is given on the order blank enclosed with the 
letter, and not in the letter; when the merchandise is ordered by telegraph or by telephone, an 
order, accompanied by the copy of the telegram or containing the date of the telephone message 
is mailed to the seller confirming the telegram or the telephone call. Unfilled orders should be filed 
numerically, and, when they have been filled, they should be placed in another file in the same order. 
Illustration No. 48 shows one form of purchase order; others will be discussed and illustrated later. 
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SOUTH-WESTERN PUBLISHING CO. 

fMUktn tf GMiaefcW Tcit iMka 
309 WEST THIRD ST.. CINCINNATI, OHIO 



OtiAI-LiMVOICM 



Order No. 3983 
anci»natL...J^rX\..jSX z^. .81 

Tfrmi . sP.Aaxs. net 



Yawman & Erbe Manufacturing Co. 

Roohester, N. Y. 
Ship wtf.. freight. .-.prepaid 

MARK ORDER NO. ON OUTSIDE OF ALL PACKAGES AND CASES 



QUANTITY 



osscmrriON 



MIICI 



2 

4 
2 
2 



^106 Bases 
#59 Sections 
60 " 

22 " 




) 

( 110 fini8h^<5^ 



10. OC 
30. OC 
31. OC 
33. £C 



ea. 

tf 

tf 
tf 



dotttlhl^eirtent ^uliUiilitna Co. 

Deliver no zoods witkaut a written Order tm this farm. ^..G?\4;^/C/.;..^v^. — - 



Illustration No. 48, Purchase Order. 

EXPLANATION. This illustration shows a purchase order issued by the South- Western 
Publishing Co., Cincinnati, 0., for filing devices manufactured by the Yawman & Erbe Mfe. Co., 
Rochester, N. Y. The order is issued m triplicate; the original is mailed to the Yawman & Erbe 
Mfg. Co., one copy is filed in the ofRce, and the other is sent to the receiving department. The 
instructions in the upper right hand comer are for information in checking the invoice; the instruc- 
tions in regard to marking the cases are for the receiving department. 



§ 66. An Invoice is a written list of merchandise purchased or sold. The 
purchaser usually refers to the invoice he receives as a "purchase invoice," and 
the seller to one which he issues as a "sales invoice.** If the printed form on which 
the invoice is prepared is made in duplicate, the seller can, by the use of carbon 
paper, retain a copy of the list of items sold each customer; the method of doing 
this will be explained later. An invoice is authorized by a purchase order and 
should contain all the information given in the order; this includes the date and 
number of the purchase order, method of making shipment, detailed description of 
the merchandise shipped, prices and extensions of each item, and the total. In 
addition to this information, the invoice should show the date the merchandise was 
shipped, which should be the date of the invoice; the terms which the seller allows; 
the name and address of the seller; and any other information which the seller 
may wish to include. If all the merchandise mentioned in the purchase order 
is not shipped, an explanation of this omission should be given on the invoice, 
because the purchaser, in checking the information on the invoice with his order, 
will want to know the reason it has not been filled as specified. Illustrations Nos. 
49 and 50 show two forms of invoices; other forms will be explained and illus- 
trated later. 
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lOI 



3maxtf— 



Vawman^wpF rbe Mpg.Q» 



Woo4 aod Scwl 
Filiii« 



@x 



Oflk«S]rMi 



EqulpoMat 



MAIN OFFICE AND FACTOitlES. ROCHESTER. N. Y. 



Sold To 



South tettarn Publlahing Co. 
309 Weat Third St. 
Clnolnnatlf Ohio* 



Dat« 

Your Order No. 

Rochctttr No. 

Branch No. 

Shipped Via 

Territory 



5/34/21. 

3963 

334873 

H Y C 

66 



TCRMS:— Thirty Dmym Htt-fmyUt In N«w Yerli EaclMiii»~P«y Np MoiMy to RcprMMiCatlim. 



Ouantlcy 



3r 

3^ 

2^ 



Deecri prion 



106 B&aea 
59 Sectiona 
60 



Price 



Amount 



Total 



32 



10 00 ^aa 30 00^ 

30 00-^ • 130 00-^ 

31 OO*' • 63 00^ 
33 50.^ • 67 00*/ 



110 flniah 



1369 00 • 



Illustration No. 49, Purchase Invoice. 

EXPLANATION. Thia invoice ia in^acknowledgmcnt of the purchaae order, Illuatration 

to the 

and territory. The "66" after "Territory* 

the merchandiae mentioned in thia invoice was shipped into territory No. 66. The check marks 

indicate that the merchandiae haa been received as ordered, that the pricea agree with the order, 

andjithat the extensions and the total have been verified. 




W. H . GOODWIN 

1>EAI.BR IN 

Fancy Groceries, Provisions and Country Produce. 



K^:^a^/^ ^. /^Qrf.t'ri^^.ttirrufAiy 



^j^^i^.^^^^^.t.t.AjtiLyU'tx^t'f^z/ /^ 



//9. <- 0^/a^l^^^.J^ -(^^i^^Zy^. 




Illustration No. 50, Sales Invoice. 

EXPLANATION. The information on this sales invoice is practically the same as that on 
the purchase invoice except it is rendered by a retail merchant and he does not need the information 
shown on the purchase invoice. 
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SALES TICKET 



W. H. GOODWIN 



DaU^^^PLiia^ 



^ 



Sold to- 






S«l« No. Vi. 



Sold BJT' 




§ 67. A Sales Ticket is a form of sales invoice used by some retail mer- 
chants. Sales tickets are usually printed in duplicate and bound in a book. E^ch 
clerk is provided with a book, and, when he makes a sale, either on account or for 
cash, he makes a list of the merchandise sold on the sales ticket. By the 
use of carbon paper, the two copies 
can be made at one time; one copy 
is sent to the office for the information 
of the bookkeeper and the other to the 
wrapping department to be wrapped 
with the merchandise sold ; additional 
copies may be made at the same time 
if they are needed in connection with 
the accounting records. There are 
many methods of arranging sales 
tickets, but no attempt will be made 
here to discuss all of these. The 
method described will enable the stu- 
dent to understand the meaning and 
purpose of the sales ticket and its use 
in connection with the sales invoice. 
Illustration No. 51 shows one form of 
sales ticket. The student is advised to 
inquire from local merchants for other 
forms and their use in the sales, pack- 
ing, and accounting departments. 

EXPLANATION. The information on 
this sales ticket shows the date, the name of 
the one to whom the sale was made, his ad- 
dress, the number of the sale, the clerk, the 
items sold, amount* of each, and total amount. 
The purchaser receives a copy of this with the 
merchandise so that he may know that the 
proper merchandise has been delivered. . 

Illustration No. 51, Sales Ticket. 

§ 68. A Bill is a business form given as evidence of service rendered. The 
terms ''bill" and "invoice" are sometimes used interchangeably, but the general 
understanding is that an invoice is a list of merchandise or material purchased 




/ L^.3g:£;:^>^^SrJSSHg^ 




IC.QJ?. 



A2:^.IS 



*,... dK 



A 






lAST DAY OF PAYMENT OCTOBER lOth 



)" 



CINCINNATI. O. OCTOBKR I. Itll 

^j,p7ywE, Cincinnati & Suburban Bell Telephone Co. 

Ttlvphe*. BMtMlag. 12s E. Pourih Sfrwi. OactaiMH. O 



CASHIER'S STUB 

nXASC RCTUIfN THIS STUB WITH YOUR 

MAIC RCMITTANCC OR mjUTC YOUR 

TCLCPMOME NUMBKR ON CMGCK 



J AS. 'lU fiAXER 
DELAWARE & KASOTA, 
A von., CIBTl.. 0. 



KutwweK mgwvif >< »■■ cowtm.ct rom OCTOBCfl. 1921 



TOU. SCWvKC 



A3674 



4.60 



BMJk.MC« out 0« MfLl ^MV<OU«.V nCNDCMCD 



onic. 



oa Lm.! 



•M aaa ■• I r. M 
•■ •.tvvdBi* dyclM iumm. July. A«^° .ad Ci*!. 



;> 



^^» 



T^ 



P 



J AS. W. BAXER 
DELAWARE & KASOTA. 
AVOll., CUiTl., 0. 

CCTOa EH. \%x\ 



A3e74 



4.50 



TOT At. 




J 



Illustration No. 52. A Bill. 

EXPLANATION. This bill is rendered for telephone service as stated therein. In addition 
to regular service, there is a charge for toll or long-distance calls; this charge is usually supported 
by a separate bill giving details. The notice in the upper left-hand comer is for the convenience of 
the bookkeeper of the telephone company so that, when a remittance is received, he may know 
whether the subscriber desires the bill to be receipted and returned. 
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or sold, and a bill is a statement of service rendered. Bills are rendered by at- 
torneys, physicians, gas, electric, and telephone companies, and other individuals 
or concerns which render service for which payment is to be made after the ser- 
vice is rendered. Illustration No. 52 shows one form of bill. The arrangement 
is usually the same as that of an invoice, but this depends largely on the purpose 
for which the bill is rendered. 

§ 69. A Receipt is a written acknowledgment from the receiver to the 
giver, of money or other property received iji payment for some form of indebted- 
ness. Receipts may be the result of transactions in connection with the purchase 
or sale of merchandise or transactions in which service has been rendered. A 
receipt may be written on a receipt form as in Illustration No. 53; it may be a 



No. 



DaH^J^ 



/?7y ^ /^/ 



7b (7'^^<^/?vnA/?i^if 

> 

Amotini^JLM2£i ,. . 



<r 



Qr7/97///7/rr/ 9. /JVi 






ur. 



' /om 



Y //^ A?r?t/A 



"^^i^cnr 



J^ C>fyyyy/^y97J' 



Illustration No. 53, Receipt Book with Stub. 

EXPLANATION. The illustration shows the receipt book and stub. The information on 
the stub is arranged in the same order as it is on the receipt for the convenience of the bookkeeper. 
The purpose of a receipt should always be stated on the stub for the information of the bookkeeper 
when he records the transaction (§ 27, \ 5), and on the receipt for the information of the holder. 



9mm t«^ MH-tv-it 



The Philip Carev Com pant 



LOCIOAND. CINCINNATI. OHIO. DEC. 31. 19£ 



onocii No. L - 

Cam no 

w O.B. DEL*D 

To H. C. 



-■ ► '? . , 



RSO. No Smippcd Fmom 

Fmciomt In voice NOk 

Via our truck SAkUMAN 



HAZEH COKTRACTIHG CO. 
S070 REIDINQ ROAD, 

CINCINNATI. 0. 




LOCKLAND, OHIO 
PLYMOUTH MCrriNO. PA 



ALL RCMITTANCCa 

MUST Bl MAOC ^AVABLI 

TO OMDCR 

or TMK COMPANY 



Tcnu, CuL subKMt 



%s wstat dnlt la SO dAys without lUrttaar aetio*. Intai 



DOB AOOOaHTB. 



3-PLY GRAY WALLBOARD IK BULD. 

105^SH£ETS 48" X 6' 2520 SQ. FT. 

*> ^ ,.>.►• 1 f J W 



y - \\i^ 



o »• 1^ 



/:::":< \:T^iijr; go. . 

« ' . . I'. . 1 ^ . ' ; . 




Illustration No. 54, Receipted Invoice. 

EXPLANATION. The blue stamp indicates payment. When an invoice is receipted this is 
sufficient evidence of payment, hence a receipt in receipt form is not necessary. 



104 



BUSINESS FORMS AND VOUCHERS. 



receipted invoice or bill as in Illustrations Nos. 54 and 55; or it may be prepared 
in any form which suits the convenience of the giver. Each business concern 
which issues receipts should have these bound in a book with stubs as in Illus- 
tration No, 53, as this provides a permanent record of all receipts issued. When 
issuing a receipt similar to the illustration, the bookkeeper should always fill 
out the stub first because this is his record of the receipt. 



SEPT. 10, 1921 



SEPT. 10, 1921 



NOTICE 

No Discount Allowed 
on this Bill after 

SEPT. 15 th 



3 



13 



J.W.BAKER 



3261 DELAWARE AVE. 



JWB 
172-21 



TO THE 




GAS AND ELECTRIC GO. DR. 

2.40 



S. W. COR FOURTH AND PLUM STS., CINCINNATI. O. 
For Natural Ca§ Contumed: 



AUG 1 
Amount Consumed 



8870 ^ 
8810 ^ 



^SX 



00 



:3a 



210 



Cu. Ft. 



At the rate of 40c per M cubic feet, tubjAct to discount 
01 5c per M. if paid on or before Last Day of Discount. 

Minimum Bill 35c net per montiv 



l*leMe Brinr this BiU to be Receipted. POSTAOE must be encloMd for Return of Receipt. 
JOPFICE HOURS 8 A.M. to 5 P.M.. SATURDAY to 12 M Closed on Legal Holidays. 



3-13 



2.10 



Illustration No. 55, Receipted Bill. 

EXPLANATION. The illustration shows a receipted bill from the gas company. The cashier 
of the gas company would remove the right-hand end at the line and retain this for his record. Both 
ends are illustrated to show that the stub may be attached to the receipt^and not bound in a book. 

§ 70. Filing Business Forms and Vouchers. All business forms and 
vouchers should be properly filed because they are evidence of transactions either 
completed or to be completed, and, unless properly filed, might not be available 
when needed. The bookkeeper should pay particular attention to the filing of 
business forms and vouchers which support his records so that he may have satis- 
factory evidence of their correctness. No attempt will be made here to discuss 
the method of filing business forms and vouchers, the purpose of the discussion 
being to impress on the student of bookkeeping the importance of filing those 
business forms and vouchers which support the bookkeeping records. 

Exercise No. 41, Sales Tickets. 

Prepare sales tickets for the sales made July 5, 8, 13, 16, 19, 22, and 26 in 
Exercise No. 14 on page 40. You may use the sales tickets of a local grocer, blank 
sales tickets, or forms ruled similar to Illustration No. 51. 



Exercise No. 42, Sales Invoices. 

Prepare sales invoices for the ten sales in Exercise No. 19, page 49. You 
may use invoices of a local grocer, blank invoices for sale by stationery stores, 
or forms ruled similar to Illustration No. 50. 



BUSINESS FORMS AND VOUCHERS. 105 

Exercise No. 43, Purchase Order, Sales Invoice, and Receipt. 

As purchasing agent for the Johnson Paint Co., Chicago, place an order, 
under date of May 16, with the Globe-Wernicke Co., Cincinnati, manufacturers 
of office furniture, for the following: 3 No. 503 Filing Cases at $12.00; 6 No. 67 
Sections at $32.00; 3 No. 69 Sections at $3500; 12 No. 37 Sections at $36.25. 
Terms, net 30 days; shipment to be made by Pennsylvania freight. 

As bill clerk for the Globe-Wernicke Co., render an invoice for this mate- 
rial under date of May 19. 

As receiving cashier for the Globe- Wernicke Co., prepare a receipt for the 
remittance received from the Johnson Paint Co. in payment for this invoice. 

If you can obtain an order blank and an invoice from some local business 
concerns, these may be used instead of the names given. If you do not have blank 
forms, rule writing paper similar to Illustrations Nos. 48, 49, and 53. 

« 

QUESTIONS 

1. What business form supports the record of each transaction in the purchases 

journal? 

2. What business form supports the record of each transaction in the sales 

journal? 

3. Explain the check marks in Illustration No. 49. 

4. Explain the meaning of the words "30 days net" after "Terms" in Illustration 

No. 48. 

5. Explain the meaning of the terms "Date," "Your Order No.," "Rochester 

No.," "Branch No.," "Shipped via," and "Territory," and the informa- 
tion given on a line with these in Illustration No. 49. 

6. What is the purpose of indicating the territory number? 

7. Explain "Mark order number on outside of all packages and cases" in Illus- 

tration No. 48. 

8. Explain "Deliver no goods without a written order on this form" in Illus- 

tration No. 48. 

9. When is the due date of the invoice in Illustration No. 49? 

10. Why should a purchase order be made in duplicate? 

11. Why should duplicate purchase orders be filed? 

12. Can you suggest a method of filing duplicate orders so that the informa- 

tion will be readily available when needed? 

13. Why should a sales invoice be made in duplicate? 

14. Could the duplicate sales invoices be used as a sales journal? 

15- Suggest a means of filing the duplicate sales invoices if they are to be used 
as a sales journal. 

16. Distinguish between a purchases invoice and a sales invoice. 

17. Robert Crouch made a number of purchases on account from a local grocer 

during the month of June. July i he received a written statement from 
the merchant, showing that he owed the merchant $28.60. How may Mr. 
Crouch know that this amount is correct without asking the merchant for 
additional information? 

18. If a merchant sends a sales ticket with each sale on account, is it necessary 

for him to render a sales invoice? 

19. If you purchase a pair of shoes from a local merchant and wish to return 

them, what evidence will he require in addition to the shoes? Why? 
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20. Could the sales tickets be used by the merchant as the account with a cus- 

tomer? 

21. Distinguish between a bill and an invoice. 

22. If a merchant has a purchase invoice receipted when he pays it, is a receipt 

in receipt form necessary? 

23. If a receipt for $21.50 is issued to a customer for this amount of cash received 

from him on account, and the entry on the stub shows only $21.00, how 
will the bookkeeper detect the error? 

24. If a receipt is issued and the bookkeeper fails to record it on the stub, state 

two ways by which he may ascertain the amount of the receipt. 

25. If the bookkeeper issues receipts for all money received, what business forms 

support his record of the transactions on the receipts side of the cash book? 



Chapter X 



BUSINESS FORMS AND VOUCHERS— Continued 

§ 71. A Bank is a business organized for the purpose of making a profit 
through dealing in money and securities. The capital investment, together with 
the money deposited by customers, is loaned to those engaged in other business 
enterprises. The principal income is the interest earned by these loans. Banks 
are of great value to the community in which they are located because they pro- 
vide a place for the safe-keeping of money and securities, and make possible the 
"deposit and check" method of making payments, thus eliminating, to a great 
extent, the use of money as a medium of exchange. 

§ 72. Opening an Account with the Bank. An account is opened with 
a bank by depositing currency or cash items; the receiving teller will not accept the 
first deposit from a depositor until it has been approved by the cashier or president 
of the bank. It is necessary for the officials of the bank to become acquainted 
with each depositor so as to avoid the possibility of the use of the bank account for 
a fraudulent purpose. The receiving teller gives the depositor a receipt for the 
amount of his deposit; this receipt is in the form of an entry in the pass book (g 75), 
showing the date of the deposit and the amount. The depositor is provided with 
a book of blank checks (§ 76) for his use in withdrawing the money deposited; 
these blank checks are necessary because no money can be withdrawn from the bank 
except by check. The depositor is re- 
quired to sign his name on a signature 
card that the bank may verify his sig- 
nature on the checks which he writes. 

EXPLANATION. The illustration indi- 
cates that T. L. Staples has opened an account 
with the Merchants National Bank and that 
his checlcs will be signed as indicated by his 
signature on the card. His address, name of 
the person by whom identified, telephone 
number, and date of opening the account are 
given (or future reference. The card is 
punched to lit a filing device in which it will 
be filed alphabetically. Illustration No. 56, Signature Card. 

§ 73. A Deposit Ticket is a printed form supplied the depositors by the 
bank, on which to list the currency or cash items which he wishes to deposit. 
Space is provided for the date, name and address of the depositor, the various 
kinds of currency and cash items deposited, and the total amount of the deposit. 
Illustration No. 57 shows two deposit tickets, one on which the depositor has 
listed currency only, and the other on which he has listed currency and cash items. 

S 74. Method of Making a Deposit. The depositor should consult with 

the receiving teller in regard to the preparation of his deposit ticket that he may 

know the teller's desires in this matter and thus prepare his deposit to suit the 

convenience of the clerks in the bank. Currency and cash items should be listed 
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Illustration No. 57, Deposit Tickets. 

EXPLANATION. The deposit ticket at the left shows a deposit of currency only, and 
that at the right, currency, silver, and checks. "City National*' at the left of the first check 
listed indicates that the check is payable by the City National Bank and that this is located in the 
same city as the Merchants National Bank; this statement also applies to the fourth, fifth, and 
seventh checks listed. "Chicago" written at the left of the second check listed indicates that this 
check is payable on a bank in Chicago; this same statement applies to the third and sixth checls. 
Some banks do not require this information while others require information in another form. It 
is suggested in § 74 that the depositor learn the bank's wishes in regard to the listing of checks. 

as instructed by the teller. The receiving teller has many deposits to enter each 
day and will appreciate the cooperation of the depositor in complying with his 
suggestions. The depositor should see that the date, his name, and the total 
of the deposit appear on the deposit ticket, also that the currency and cash items 
are arranged in the order listed. The depositor should retain a copy of the items 
deposited, either by making a duplicate deposit ticket or by listing them on the 
back of the stub from which the last check was removed. 

§ 75. The Pass Book is a small bound book ruled with columns for the 
date, nature of the entry (deposit, discount, or collection), and the amount. As 
explained in § 74, the receiving teller enters the date and amount of each deposit 
in this book, this being the depositor's receipt for the deposit. The depositor 
should always present the pass book with the deposit so that the teller can give 
him a receipt for it; in case he should forget to bring the pass book, the teller will 
give him a receipt on a duplicate deposit ticket, which should be retained until 
the next deposit is made and the amount entered in the pass book at that time. 
Illustration No. 59 (left side) shows deposits entered in a pass book; further ref- 
erence is given to this illustration in § 79. 
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S 76. A Check is a written order by a depositor on his bank, designating 
to whom he wishes the bank to pay a part or all of the money he has on deposit. 
It is customary for the bank to provide its depositors with blank checks for the 
same reason that blank deposit tickets are provided. Checks supplied depositors 
by a bank are usually bound in book form, each check having attached to it a stub 
for the depositor's record. Illustration No. 58 shows a check book with two checks 
to a page and stubs attach^, with perforated lines for detaching. 

A check is not money, but, since it is used in the place of money, it is accepted as such in busi- 
ness. Custom has established the term "cash" as one which includes money and checks ({ 15). 
The use of checks for paying obligations is more satisfactory than the use of money because it pro- 
vides a receipt and avoids errors in making change, and losses through theft. 
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Illustration No. 58, Check Book. 

explanation. The information on the stub is arranged in the same order as that on the 
check for the convenience of the depositor. The information after "For" is needed by the bookkeeper 
in recording the transaction (J 28, \ 5). The ruled colunm at the right of the stub shows the de- 
positor's account with the bank as explained in § 78. The name of the depositor at the left indicates 
that he has had the checks prepared for his individual use. The dotted lines show perforations for 
removing each check. 

§ 77. Instructions for Writing Checks. The check book provided by 
the bank contains printed forms for use in writing checks, each of which is attached 
to a stub containing space for all the information written in the check. The stub 
is for the depositor's record of the check, hence the information to be written 
in the check should be written on the stub first. The information written on the 
stub includes the number, the date of issue, the person or business concern to whom 
the check is written, the reason for writing, the amount, and, if desired, the name 
of the account to be debited in the cash book. E^ch check and stub is numbered 
the same and consecutively, beginning with **i"; these should be numbered at 
the time the check book is received from the bank. 

The information on the check is written in the following order: (i) the date, 

(2) the name of the person or business concern to whom the check is to be paid, 

(3) the amount in writing and in figures, and (4) the signature of the depositor, 
which should be the same as that on the signature card. If desired, the reason 
for writing may be stated on the check as well as on the stub. The information 
on the stub and on the check should be arranged in the same order so that the 
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check can be written from the information given on the stub. Illustration No. 
58 shows a check book with two checks to the page and the two stubs and checks 
properly written, but with neither of the checks removed; the dotted lines show 
the perforations which make the checks more easily removed. The information 
in the ruled column at the right of the stub in Illustration No. 58 is for the de- 
positor's convenience in keeping a record of his transactions with the bank, as 
explained in § 78. 

§ 78. Depositor's Record of His Transactions with the Bank. Each 
depositor should keep a record of the transactions which he performs with the 
bank. This record may be kept in a sp)ecial blank, on the front or back of the check 
stub, or in an account in the ledger. Since the depositor should know that the bank 
balance is sufficient to pay the check he is about to write, the front of the stub 
is the best place to keep the account with the bank. A column is usually ruled 
for this in the check book provided by the bank. Reference to Illustration No. 
58 will show the method of keeping the bank account on the front of the check 
stub; the other methods mentioned will be explained and illustrated later. 

§ 79. The Bank's Record of Transactions with Depositors. The de- 
positor is credited with each deposit and debited with each check paid by the 
bank. The entry in his account is made from the deposit tickets and the checks 
which the bank has paid. On the first of each month, the bank renders the de- 
positor a statement showing the date and amount of each deposit, the date paid 
and amount of each check, the daily balance, and the balance due the depositor 
at the end of the month. The checks listed on this statement are returned to the 
depositor with the statement; the deposit tickets are kept on file in the bank. 
Formerly it was the custom of banks to render this statement by listing the checks 
in the pass book and ruling it at the end of the month as in Illustration No. 59. 
With the use of special machines, it is more efficient to render a statement sepa- 
rate from the pass book, as in Illustration No. 60. When the separate statement 
is rendered, both sides of the pass book are usually used for listing deposits, though 
some banks enter the total of the paid checks in the pass book and show the bal- 
ance at the beginning of the month below ruled lines. 

In Acfmmi with ^ 

Dr. MERCHANTS NATIONAL BANK ^^^^^^^^J^^^ 
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Illustration No. 59, Bank Statement in the Pass Book. 

EXPLANATION. The illustration shows the opposite pages of a pass book. The information 
on the left page shows three deposits entered by the teller. The entries on the right show the checks 
listed by the bookkeeper when the depositor's pass book was balanced at the end of the month. 
The ruling is similar to the receipts and payments sides of a cash book. As explained in § 79, deposits 
are usually entered on both sides of the pass book and the canceled checks listed on a separate state- 
ment as in Illustration No. 60. 
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Illustration No. 6o, Bank Statement Separate from Pass Book. 

EXPLANATION. This statement was prepared on a special machine manufactured for 
making bank statements. The information in this statement is obtained from the account which the 
bank keeps with the depositor; the statement is rendered monthly. The canceled checks ac- 
company the statement when it is delivered to the depositor. 

§ 80. Reconciliation of Depositor's Account with the Bank State- 
ment. The balance shown on the bank statement may or may not be the same 
as that shown by the depositor's record. If all checks issued by the depositor 
have been paid by the bank, if there have been no alterations and no errors in 
addition or subtraction in the depositor's record, the two balances will be the 
same ; if all the checks issued have not been paid by the bank, or there have been 
errors or alterations, the two balances will not agree. The depositor should audit 
the bank statement with his record and reconcile the two balances when they 
do not agree; this reconciliation should be made as soon as the statement is re- 
ceived because alterations of checks should be reported to the bank immediately. 
The calculations in this reconciliation should be shown on the back of the stub 
from which the last check issued during the month for which the statement was 
rendered, was removed. As a rule, the only discrepancy between the two balances 
will be the amount of the check or checks issued by the depositor but not paid 
by the bank. The reconciliation should be made in the following manner: 

1. Check each deposit with the entry for the same on the check stub. If 
there is a discrepancy, compare the check stub entry with the entry in the pass 
book, and this entry with that on the statement. If there is a discrepancy in a 
deposit ticket which can not be accounted for, it should be audited with the copy 
on file in the bank. 

2. Compare each canceled check received from the bank with the stub from 
which it was removed ; any discrepancy between the amount on the stub and that 
on the statement should be reported to the bank immediately. Place a check 
mark at the left of the number on the stub as each check is compared with its 
corresponding stub. 
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3. On the back of the stub from which the last check written during the 
month was removed, list the number and amount of each stub which does not have 
a check mark at the right of the number; add these amounts to ascertain the total 
of the checks issued but not paid by the bank. Write the balance shown by the 
bank statement below the total unpaid checks, and subtract the amount of the 
unpaid checks from the bank balance; the result should be the same as the check 
stub balance. 
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Illustration No. 61, Personal Check. 



§ 81. A Bank Draft is a check drawn by one bank on funds deposited 
with another bank. Bank drafts are sometimes referred to as "exchange;" a draft 
payable by a bank in New York, as "New York Exchange;" one payable by a 
Chicago- bank, as "Chicago Exchange;" etc. Bank drafts are used by banks in 
payment of checks received for collection, sold to depositors for remitting to the 
commercial centers, and sold to individuals for sending money through the mail. 
Illustration No. 62 shows a bank draft payable by the Chase National Bank of 
New York, hence might be referred to as "New York Exchange." The use of 
bank drafts is discussed again in a subsequent chapter. 




Illustration No. 62, New York Bank Draft. 

EXPLANATION. This aiiwtration shows a check drawn by the First National Bank, Tur- 
lock, California, on funds which it has depouted with the Chase National Bank, New York. 
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§ 82. A Cashier's Check is a check drawn on a bank by its cashier. It 
is used in the payment of the operating expenses of the bank, in payment of the 
proceeds of collections or discounts made by the bank, and in payment of other 
obligations of the bank. Cashier's checks are sold to those who wish to use them 
as a means of sending cash through the mails in the same manner as bank drafts. 
Illustration No. 63 shows one form of cashier's check. 




Illustration No. 63, Cashier's Check. 

.EXPLANATION. This illuttration shows a check drawn by the cashier of the Security State 
Bank, Spokane, Wash., and payable by this bank. 

§ 83. Money Orders. A money order is a check issued by one post- 
master on funds deposited with another postmaster, by one agent of an express 
company on funds deposited with another agent of the same company, or by a 
bank on funds deposited with the Banker's Trust Company of New York. The 
first is referred to as a "postal money order;" the second, an "express money 
order;" and the third, an "American Bankers' Association (A. B. A.) check." 
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Illustration No» 64, Express Money Order. 

EXPLANATION. This illustration shows a money order issued by the American Express 
Company. Carl C. Davidson, who wished to send money to Harold A. Waltham, presented $48.50 
and the required fee to an agent of the American Express Company and received this money order for 
it. The purpose of money orders is to provide a means of transferring money from one locality to an- 
other with safety and convenience. * 
* 
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Postal money orders are for sale by each postmaster to those who wish to send 
money through the mail; they are also used by postmasters in remitting for col- 
lect on delivery parcel post shipments. Express money orders are for sale to those 
who wish to send money through the mail and, in this respect, are used for the 
same purpose as post-office money orders. Express money orders are arranged 
in convenient form for those who need exp)ense money for a business or pleasure 
trip and do not wish to carry currency; they are also used by express company 
agents for remitting on "collect on delivery" express shipments. Bank drafts are 
used in the same way as express money orders — that is, for sending money through 
the mail — and for the convenience of those who wish to have available cash, but 
cash without carrying currency. A detailed discussion of **collect on delivery" 
shipments and a further discussion of the use of express money orders in con- 
nection with making remittances, are given in a subsequent chapter. 

§ 84. Endorsements. An endorsement is any writing on the back of a 
check or other commercial paper, placed there for the purpose of transferring the 
title, receipting for part payment, or for the accommodation of some one or more 
of the parties on the paper. For convenience the endorsement should be written 
about one inch from the left-hand end of the paper, as in Illustration No. 65. 

The endorsing of commercial paper should be well understood, as it trans- 
fers the title to the holder and holds the endorser liable in case default is made 
in payment. The law allows the same protection to commercial paper as it does 
to money, and unless it is properly endorsed, if lost, the finder may dispose of it 
to an innocent holder, in which case the loser can not recover it. 
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Illustration No. 65, Position of Endorsement. 

EXPLANATION. This check is payable to The National Lead Co. and endorsed by it for 
deposit with the Third National Bank. The endorsement is placed on the left-hand end of the check 
for convenience. 



BUSINESS FORMS AND VOUCHERS. 



"5 



John Jones 



§ 85. Endorsement for Transfer. There are a number of ways in which 
the holder of a commercial paper may write his name in order to transfer the title, 
but the four most frequently used are "in blank," "in full," "for deposit" and 
"for collection." 

1[ I. "7n Blank'' An endorsement in blank is the 
name of the payee or holder only, written across the 
back. It has the same effect as making the paper pay- 
able to bearer, and it may be transferred by any sub- 
sequent holder, without further endorsement, but the 
endorsement of each holder is generally required, for 
identification. See illustration at the left. 

If 2. "/» Ftttt." This endorsement is effected by 
writing "Pay to the order of" above the name of the 
person or firm to whom it is transferred, and signing 
the name of the payee or holder. The person to whom 
it is transferred must endorse it before any succeeding 
holder can use it. All papers sent through the mail, 
or to be held for some time should be endorsed in full. 
See illustration at the left. 
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^ 3. ''For Deposit.'* These words should be 
written above the name of the depositor on checks and 
other cash items to be deposited in the bank. This 
qualifies the endorsement and prevents their being used 
except for deposit. If desired, a rubber stamp with the 
words of the illustration at the left may be used for 
this purpose. If a stamp is used, the one who makes 
the deposit should indicate his name in connection 
with the endorsement. 

If 4. "For Collection." Commercial paper left at 
a bank or other collection agency for collection, should 
have "For Collection" written above the endorsement, 
as in the illustration at the left. Unless the endorse- 
ment is qualified in this manner, the owner might be 
held responsible as an endorser for the collection of 
the paper in case of the bankruptcy of the bank or 
collection agency. This is a condition that might not 
occur often, but, if it can be avoided by the qualified 
endorsement, then the holder should protect his in- 
terests through the endorsement. 

The result of improper endorsements for collection may be illustrated by the following incident, 
which is true with the exception of the names. Robert Smith endorsed a note in blank and left it 
with his bank for collection. Mr. Smith died before the note was due. The bank failed and a receiver 
was appointed. Transactions performed by the bank had not been recorded correctly and in some 
cases there was doubt as to the ownership of the papers. The estate of Mr. Smith could submit 
no evidence to show that the note endorsed by him was left for collection, hence the receiver of the 
bank assumed that it was discounted, and held the estate responsible on account of Smith's endorse- 
ment. 
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Exercise No. 44, Personal Check. 

As paying cashier for the Johnson Paint Co., Chicago, write the stub and 
check required to pay for the merchandise purchased from the Globe-Wernicke 
Co., Cincinnati, in Exercise No. 43. Use the first check and stub in Illustration 
No. 58 as a model. 
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Exercise No. 45, Reconciliation of Bank Account. 

J. E. Gill performed the following transactions with the Merchants National 
Bank during the month of April : 



2. 


Deposit 




$2,900.00 


13- 


Check No. 


13 


$457.74 


2. 


Check No. i 


208.80 


14. 


tt tt 


14 


48.10 


2. 


11 ti 


' 2 


20.00 


14. 


tt tl 


15 


273.42 


3- 


<i II 


' 3 


450.00 


14. 


Deposit 




341.38 


4- 


ti II 


' 4 


101.00 


16. 


Check No. 


16 * 


150.00 


5. 


i( II 


' 5 


150.00 


18. 


II II 


17 


256.01 


6. 


II II 


' 6 


75.00 


21. 


tt It 


18, 


94.75 


7- 


tt II 


' 7 


165 . 50 


21. 


Deposit 




791.00 


7. 


II II 


' 8 


40.00 


24. 


Check No. 


19 


141.32 


7. 


II II 


■ 9 


38.00 


25. 


II II 


20 


103.88 


7. 


Deposit 




248.65 


27. 


it tt 


21 


279.77 


10. 


Check N( 


0. 10 


445-23 


28. 


tt tt 


22 


38.00 


II. 


II II 


' II 


60.00 


30. 


tt tt 


23 


567.43 


II. 


It ti 


' 12 


49.50 


30. 


Deposit 




815.24 



1. On a slip of paper, write ''Bank Account on Check Stub," and below this 
write the date and amount of each deposit, the date, number, and amount of each 
check, showing the balance in the bank after each deposit has been added and 
each check subtracted. 

2. On a slip of papjer, write "Reconciliation of Bank Account," and below 
this show the reconciliation of Mr. Gill's bank account with the statement re- 
ceived from the bank May i, which shows a balance of $1,667.57 ^^<1 ^^ accompanied 
by all canceled checks except Nos. 9, 19, 22, and 23. 

Exercise No. 46, Reconciliation of Bank Account. 

Show the bank account on the front of the check stub for W. A. Gordon 
(Model Set beginning on page 61) for the month of September and on the back 
of the check stub for the month of October, assuming that all payments were 
made by check, that the investment September i was deposited on that date 
and other deposits were made each time cash was proved, and that the check 
book contained two checks to the page.* 

Show the reconciliation of the bank account on October i with the statement 
received from the bank on that date, which shows a balance of $768.00 and is 
accompanied by all canceled checks except No. 6. 

Show the reconciliation of the bank account on November i with the state- 
ment received from the bank on that date, which shows a balance of $703.39 and 
is accompanied by all canceled checks except Nos. 12 and 16. 

^When the bank account is kept on the front of the check stub, each check is subtracted as 
it is written, each deposit is added at the time it is made, and the balance is carried forward at the 
bottom of each page as in Illustration No. 58. When the bank account is kept on the back of the 
check stub, the number and amount of each check issued since the last deposit was made are listed, 
added, and subtracted from the sum of the preceding balance and the deposit that is to be made. 
In September the student will subtract each check as it is issued from the deposit of September 
1st until the next deposit is made; this deposit will be added to the balance left after subtracting 
the last check, and succeeding checks will be subtracted as they are issued, showing in each case 
the balance in the bank after each check is issued. In October the balance and the first deposit, 
which is m^de at the time cash is proved, are added together; checks issued between October ist 
and the date of the first deposit in October are listed, added, and their total subtracted from the 
total of the balance and the deposit, the result showing the balance in the bank at the time cash 
is proved. 

QUESTIONS 

1. Why do the officials of a bank require reference from a new depositor if they 

are not personally acquainted with him? 

2. What evidence does the depositor have that he has deposited money in the 

bank? 
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3. What evidence does the bank have that it has paid a part or all of the money 

which the depositor has deposited? 

4. Why should the bookkeeper retain a copy of each deposit ticket? 

5. Name two ways of retaining this copy. 

6. What additional information is contained in the copy of the deposit ticket 

that is not shown by the entry in the pass book? 

7. If you were auditing the entries on the receipts side of the cash book, what 

need would you have for the copies of the deposit tickets and the entries 
in the pass book? 

8. If you were to find a check signed by a local merchant, payable to Robert Jones, 

and "Robert Jones" was written on the back, how could you obtain the 
money on this check? 

9. If the bookkeeper writes a check and fails to fill out the stub, how will he 

detect the error? 

10. If you were keeping books for a local merchant and he withdrew $100.00 

from the bank by check, using one of the blanks on the counter in the 
bank, and failed to tell you that he had issued the check, when and how 
would you learn about it? 

11. Name two means of ascertaining the amount of a check if it is removed from 

a check stub without the stub being filled out? 

12. If the bookkeeper makes an error of $10.00 in subtracting the amount of a 

check on the check stub, how will he detect the error? 

13. If you were keeping books, would you prove cash before making a deposit? 

Give reasons for your answer. 

14. If there is an error of $10.00 in the addition of a deposit ticket and a cor- 

responding error in the addition in the cash book, when and how will the 
bookkeeper discover the error? 

15. How is a check used in the place of money? 

16. Explain why a check which has been paid by the bank may be regarded as a 

receipt. 

17. If you were making a trip in an automobile from New York City to San 

Francisco, would you prefer your expense funds to be in money, to be 
deposited in a Chicago bank subject to check, or in money orders? Give 
reasons for your answer. 

18. John Anderson in Atlanta, Georgia, wishes to send $35.00 to Henry Smith 

in St. Louis, Missouri. Name four ways by which he can send this, and 
state which you think would be the best. 

19. Why is it better for the bookkeeper to keep the bank account on the front 

of the check stub? 

20. Name three reasons why the statement rendered by the bank on the first 

of the month might be different from the depositors record on the check 
stub. 

21. If R. W. Sanderson leaves a check payable to himself at the bank for collec- 

tion, how will he endorse it? 

22. If you were keeping books for a local merchant and received a check from 

a customer for $112.50 marked ''In full of account," and his account showed 
a balance of $117.50, what would you do? 

23. Name some of the advantages to the bookkeeper when cash payments are 

made by check instead of with currency. 

24. Why does the bank return the paid checks when it sends the monthly state- 

ment? 

25. Why is the endorsement written on the left instead of the right end? 



Chapter XI 

BUSINESS FORMS AND VOUCHERS— (Concluded) 

§ 86. A Note is an uncxinditional written promise to pay a fixed amount 
of money at a stated time, and is signed by the person or persons agreeing to pay 
it. If desired, the place at which the note is to be paid may be stated in it. A note 
has two original parties, the maker and the payee. The maker is the one who 
signs the note and thereby agrees to pay the amount stated in it; the payee is 
the one in whose favor the note is made, that is, the one to whom the money is 
to be paid. A note indicates that the maker is indebted to the payee and acknowl- 
edges this indebtedness by agreeing to pay it at the time stated in the note. 

1. The face of a note is the amount stated in it. This amount is shown as its 
value in the account with notes (§ 102, K i, or § J03, U 2). 

2. The maturity value of a note is the amount to be collected at maturity. If 
a note reads "with interest after maturity," the face is the maturity value; if it 
reads "with interest from date," the maturity value is the face plus interest at the 
legal rate from date to maturity. 










Illustration No. 66, Note With Stub Attached. 



\ 87. Use of Notes. Notes are used as written evidence of indebtedness 
resulting (a) from a purchase of merchandise or other property, (b) from a loan, or 
(c) from an extension of time for the payment of a past-due obligation as shown 
by an account. With the advantages of the trade acceptance, notes are not often 
given in payment for merchandise purchased at the time it is purchased. A bank 
will require written evidence of an obligation resulting from money loaned; the 
business man may give his own note as evidence of the loan, or he may sell to 
the bank notes which he has received from his customers. When an account is 
past due and the customer desires more time, he may make settlement by accept- 
ing a draft or by giving his note; the results are the same in that he secures an 
118 
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extension of time by giving a written promise to pay it at the time specified in 
the note or draft. 

(a) James Brown buys a piano from the Starr Piano Co. for $500.00. He pays lioo.oo cash 
and gives four notes for $x 00.00 each, due in three, six, nine, and twelve months respectively, in 
payment for the piano. 

(b) The Starr Piano Co. wishes to borrow $1,000.00 from the bank with which it does busi- 
ness. A note is issued for this amount, bearing interest at 6% from date, payable in ninety days, 
and this is presented to the bank for credit. The Starr Piano Co. will receive credit for the $1,000.00 
in their pass book in the same manner as for a deposit. 

(c) The Acme Amusement Co. purchased an electric player piano from the Starr Piano Co. 
for $1,500.00, and paid $800.00 cash, balance to be paid in thirty days. At the end of the thirty 
days the Acme Amusement Co. arranged with the Starr Piano Co. for an extension of sixty days by 
giving their note for $700.00, with interest, payable to the Starr Piano Co. 

§ 88. Endorsement of Notes. There are three reasons for the endorse- 
ment of a note: (a) accommodation (security), (b) transfer of ownership, and 
(c) receipt for part payment. Endorsement for accommodation is usually made 
as explained in § 85, ^ i ; endorsement for transfer of ownership is usually made 
as explained in § 85, f 2; endorsement for a receipt of $100.00 in part payment 
of this note is made as follows: "Jan. 10, Received $100.00 in part payment of 
this note." The holder will endorse the part payment on the note but should 
not' sign his name because this transfers ownership in case the note gets out of 
his possession. 

Banks sometimes require security in addition to the signature of the business concern borrow- 
ing money. Should this have been required of the Starr Piano Co. in the loan of $1,000.00 mentioned 
in S 87, (b), one of the individuals who owns an interest in the business would sign his name on the 
back as explained in ( 85. f i. Should the Starr Piano Co. wish to sell the note received from James 
Brown, the endorsement would be "in full" as explained in § 85, ^ 2. If the note was to be trans- 
ferred to the First National Bank, the endorsement would be "Pay to the order of the First National 
Bank, Starr Piano Co., by (the name of the person authorized to sign for the company).'' Should 
the Acme Amusement Co. in the illustration pay $200.00 on the note given in extension of its account, 
receipt for part payment would be indicated by writing the date and the amount received on the 
back, as explained above. 

§ 89. Effect of Notes on the Bookkeeping Records. When a note is 
issued by the business, full information in regard to it is retained on the stub from 
which it was removed. An entry is required in a book of original entry because 
the note would not have been issued unless value was received ; the value received 
might be an obligation canceled or a new obligation created. If the note cancels 
a liability, the value received is the discharge of this obligation or liability, hence 
the account which shows it is debited; if the note creates a new obligatign, an 
asset of equal value is received, hence the value received is this asset, and the 
account with it is debited; the value parted with in either case is the obligation 
created by the note, hence the account with notes issued by the business (§ 103, 
% 2) is credited. When a note is received by the business, it may be in payment 
for merchandise or other property purchased at the time the note was issued. 
The value received is the note, hence the account which is to show the amount 
of notes owned by the business (§ 102, H i) is debited. The value parted with is 
the merchandise sold or the account with the customer, hence either the Sales or 
the customer's account is credited. If desired, the sale can be entered in the sales 
journal in the same manner as any other sale on account, debiting the customer's 
account; in this case, the credit to the Sales account will be through the sales 
journal, hence the credit for the note would be to the customer's account in the 
same manner as if the note were received in payment of an account already in 
the ledger. 
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Transactions in which notes are issued or received by the business are usu- 
ally recorded in the general journal unless cash is received for a note issued or paid 
for a note received, in which case the entry is made in the cash book. Special 
journals may be provided for notes issued and received by the business; these are 
explained and illustrated in a subsequent chapter. 

Referring to the illustrations in {87: 

(a) The sale would be recorded in the sales journal, thus debiting James Brown and credit- 
ing Sales; the cash would be recorded in the cash book, thus debiting Cash and crediting Jaroes 
Brown; and the notes would be recorded in the general journal, debiting the account with notes 
received (§ 102, f i) and crediting James Brown. 

(b) The entry would be made on the receipts side of the cash book, thus debiting Cash and 
crediting the account with the note issued by the business (§ 103, ^ 2.) 

(c) The sale would be recorded in the sales journal, thus debiting the Acme Amusement Co. 
and crediting Sales; the cash would be recorded in the cash book, thus debiting Cash and crediting 
the Acme Amusement Co. ; the note would be recorded in the general journal, debiting the account 
with notes received (§ 102, ^ i) and crediting the Acme Amusement Co. 

§ 90. A Note Should Be Si^ed by the person or persons responsible for 
its payment. If an agent is authorized to execute a note for another, he signs 
the name of his principal and his name below, either preceded by "per" or "by" 
or followed by "agent;" the omission of the word before or after the agent's name 
might cause him to be held jointly with the principal. The one who signs a note 
for another is regarded as the agent, and the one responsible for the payment, as 
the principal; the agent should have a written statement from the principal author- 
izing him to sign his name. The holder of a note will expect payment from the per- 
son or persons whose names are signed to it; he will also hold responsible for the 
payment each individual whose name appears on the back of the note. 

Referring to the illustrations in } 87: 

(a) The notes would be signed by James Brown who purchased the piano. 

(b) This note would be signed "Starr Piano Co.," by the individual authorized to sign, 
usually the president or secretary if it is a corporation, or one of the partners if it is a partnership. 

(c) This note would be signed in the same manner as that described in*(b) because the name 
of the company is not that of an individual and means nothing when signed to a note unless accom- 
panied by the name of the individual authorized to sign. 

§ 91. A Draft is a written order from one party to another, directing him 
to pay a certain sum of money to a third party. A draft has three original par- 
ties: the drawer, the drawee, and the payee. The one signing the draft is the 
drawer; the one who is asked to pay the amount is the drawee; and the one to 
whom the money is to be paid is the payee. The draft indicates that the drawee 
is indebted to the drawer, and that he (the drawer) wishes the amount paid to 
the payee. Drafts are usually drawn on blank forms bound in a book, each draft 
being provided with a stub for a record of the facts shown by the draft. There 
are three kinds of drafts, time drafts, sight drafts, and trade acceptances. 

§ 92. A Time Draft is one payable a certain number of days after pre- 
sentation; it indicates that the drawer is willing to allow the drawee additional 
time to make payment of the indebtedness due the drawer. This additional time 
is indicated by stating in the draft that the amount is to be paid the designated 
number of days after acceptance. The drawee of a time draft is not obligated 
to accept it when it is presented by the payee. If he does accept it, this acceptance 
is indicated by writing across Xhe face of the draft the word ''Accepted, " followed 
by the date of acceptance, and the drawee's signature; if desired, the place of 
payment may also be indicated in the acceptance. If the drawee does not elect 
to accept the draft when presented to him by the payee, the payee should im- 
mediately leturn it to the drawer so that he may know the drawee has not complied 
with his request. Illustration No. 67 shows one form of time draft. 
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I. An acceptance is a time draft after it has been accepted. It is the same as 
a note because the acceptance is the written promise of the person who accepts it 
to pay the amount mentioned within the number of days stated in the draft. The 
account which shows a record of notes should also contain a record of accepted 
drafts. 
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Illustration No. 67, Time Draft Accepted and Returned. 

EXPLANATION. The draft in the illustration was drawn June 10, sent to the bank for 
presentation and acceptance, presented to the drawee and accepted by him on June 15, and returned 
to the drawer by the bank. The draft is shown detached from the stub because the date of accept- 
ance was entered on the stub by the bookkeeper for Donaldson & Joy after the draft was accepted 
and returned. 

The bookkeeper should indicate on the stub the final disposition of each sight and time draft 
drawn by showing the acceptance on the stub as in the above illustration, or, it a sight draft, by 
entering "Paid" and the date of payment on the stub, or by entering "Returned" and the dat^ on 
the stub if either the sight or time draft is not paid or accepted. The acceptance of a time draft and 
the entry on the stub may be made with red or black ink; the use of red ink Is optional with the 
bookkeeper. 

§ 93. A Siitht Draft is one which is payable upon presentation ; it in- 
dicates that the indebtedness of the drawee to the drawer is due or past due, and 
that the drawer desires it to be paid immediately. The drawee of a sight draft 
is not obligated to pay it when it is presented to him by the payee, but if he does 
pay it, he will hold the draft as his receipt for the payment; if he refuses payment, 
the payee should return the draft to the drawer at once. Illustration No. 68 shows 
one form of sight draft. 
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Illustration No. 68, Sight Draft with Stub Attached. 

EXPLANATION. The draft in this illustration indicates that W. H. Goodwin of San Antonio, 
Texas, owes Anderson Bros, of Chicago, the amount mentioned in the draft. Anderson Bros, have 
asked him to pay the amount to the First National Bank of San Antonio, Texas. This draft will be 
sent to the First National Bank with instructions to present it for collection. If W. H. Goodwin 
pays the draft when it is presented, the bank will write Anderson Bros, to this effect and send a 
bank draft or cashier's check for the amount collected, less a small collection charge. If the draft 
is not paid upon presentation, it will be returned to Anderson Bros. 
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§ 94. A Trade Acceptance is defined by the Federal Reserve Board as 
"a bill of exchange (time draft) drawn by the seller on the purchaser of goods 
sold, and accepted by such purchaser/' this acceptance being made on the date 
of purchase or within a few days thereafter. The trade acceptance is in the form 
of a draft, but it differs from a draft in that it is accepted by the drawee at the time 
the merchandise is purchased, while the acceptance of a draft is usually after 
the debt is due, as shown by the drawer's account with the drawee. Trade ac- 
ceptances and the accounting procedure in connection therewith are discussed 
more fully in a subsequent chapter. 

§ 95. Use of Drafts. Sight drafts are used for collecting past-^iue debts 
from out-of-town customers, and for collecting "collect on delivery" freight ship- 
ments. Time drafts are used for collecting past-due debts from out-of-town cus- 
tomers, and for changing an account to a written promise to pay at a designated 
time. Trade acceptances are used to secure written evidence of a sale at the time 
the sale is made. 

September lo Robert Anderson & Co., Chicago, sell merchandise to James Cowan, Louisville, 
on thirty days' time. Mr. Cowan fails to send remittance when the debt is due October lo, and 
Robert Anderson & Co. undertake to make collection bv drawing a sight or time draft on him, pay- 
able to the First National Bank in Louisville. When this draft is presented, Mr. Cowan will either 
pay the (sight) draft or accept the (time) draft. If it is a sight draft and paid, the First National 
Bank will send Robert Anderson & Co. a cashier's check or bank draft in payment; if it is a time 
draft and accepted, the bank will follow the company's instructions in regard to retaining it for 
collection or sending it to them. 

September 15 Robert Anderson & Co. sell Albert Baker, Springfield, merchandise on ninety 
days' time. October 10 Robert Anderson & Co. find that it will be necessary for them to borrow 
money from the bank. They write Albert Baker for the privilege of drawing a sixty-day draft for 
the Amount of his indebtedness. It is quite probable that he will have no objections to accepting 
the draft because it does not change the time of paying his obligation. If he accepts the draft, Rob- 
ert Anderson & Co. will have a written statement of the amount he owes and can discount this at 
the bank and thus secure the money which it needs. 

§ 96. Endorsement of Drafts. The only reason for any writing on the 
back of a draft is to transfer title or to authorize collection. If the payee is a bank 
located in the same city as the drawer, the endorsement will be for collection as 
explained in § 85, 1[ 4, to transfer it to a bank in the city where the drawee is 
located. Several endorsements might be necessary in case the collecting bank 
sends it through banks with which it does business; the form of endorsement in 
each case would be the same as that described in § 85, If 4. In case the holder 
of an accepted time draft wishes to sell it, the endorsement would be "in full'* 
as explained in § 84, 1[ 5. 

In the first illustration given in § 95, no endorsement would be required on the sight or time 
draft in favor of the Louisville bank. If either the sight or time draft had been drawn in favor of 
the Corn Exchange National Bank of Chicago, it would have been necessary for this bank to send 
it to the Louisville bank for collection. The endorsement would be as illustrated in § 85, H 4. 

When Robert Anderson & Co. discounted the acceptance of Albert Baker, described in the 
second illustration given in § 95, the endorsement would be "in full*' as explained in { 85, ^ 2. 

§ 97. Effect of Drafts on the Bookkeeping Records. When the owner 
of a business draws a draft on an out-of-town customer, he retains a record of 
the draft through the stub from which it was detached. Since he does not know 
that the customer will pay the (sight) draft or accept the (time) draft upon pre- 
sentation, no additional record is needed in regard to the draft. When the payee 
advises him of the drawee's action in regard to the draft, he indicates the result 
on the stub from which the draft was detached. When the drawee accepts a time 
draft a record of this is made in the general journal because the indebtedness is 
now in the form of a written agreement (the acceptance indicating this) and the 
open account is canceled thereby. The value received is the draft, hence the ac- 
count with accepted drafts (§ I02, ^ i) is debited; the value parted with is the 
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account with the customer (§ 27, ^ 2), hence it is credited. When the drawee pays 
a sight draft upon presentation, the payee will send the drawer a cashier's check or 
bank draft in payment for the draft, the draft having been left with the payee as 
a receipt. When this remittance is received by the drawer, the customer is given 
credit on the receipts side of the cash book in the same manner as if he had sent 
his check in payment of the account. 

When the business pays a sight draft drawn on it by a creditor, the same entry 
is made in the cash book as if a check had been sent direct to the creditor in pay- 
ment of his account. When the business accepts a time draft drawn on it by a 
creditor, an entry is required in the general journal; the account with the creditor 
(§ 28, 1[ i) is debited because it is canceled, and the account which is to show a 
record of written promises to pay (§ 103, If 2) is credited because this account 
will show the indebtedness until it is paid. 

§ 98. Protest. Each person or business concern whose name appears as 
an endorser on any commercial paper (for instance, check, note, or draft) guar- 
antees payment provided the holder will first present the paper to the one who 
is responsible for payment and thus endeavor to make collection. The law pro- 
vides that the only evidence the holder can use as a defense in a case of court ac- 
tion is the protest by a notary public. This protest is a form which the notary 
public sends to each endorser after he has presented the paper to the one respon- 
sible for its payment and payment has been refused. 

The Starr Piano Co. sells the note received from the Acme Amusement Co. (Illustration "c" 
in S 87) to the First National Bank, endorsing the note as evidence of transfer. On the date the 
note falls due, the bank presents it at the office of the Acme Amusement Co. and demands payment 
from the official who signed the note; payment is refused. The note is given to a notary public and 
he presents it to the same official. If payment is still refused, he notifies the Starr Piano Co. on the 
proper legal form. Unless the bank had taken this procedure, the Starr Piano Co. would have been 
relieved of the responsibility of making payment, and the bank would have lost the amount unless 
it could collect from the Acme Amusement Co. 

Exercise No. 47, Order, Sales Invoice, Acceptance, and Cashier's Check. 

May 10 the Davis Printing Company, Pittsburgh, placed an order with Ault 
& Wiborg, Cincinnati, manufacturers of printer's ink, for 150 lbs. of printer's ink 
(black) at $1.25, and 75 lbs. of printer's ink (blue) at $1.50. May 15 Ault & Wiborg 
acknowledged receipt of this order by an invoice. The merchandise was billed net 
30 days and shipped via Steamer Queen City. The Davis Printing Company had 
not paid this invoice June 15 and Ault & Wiborg drew a draft at ten days' sight, 
payable to the Mellon National Bank in Pittsburgh, and sent the draft to it for 
acceptance and collection. The bank presented the draft May 17 and the Davis 
Printing Company accepted it. May 25 the bank notified the Davis Printing 
Company that the draft was due May 27. The Davis Printing Company paid the 
draft by check on the Mellon National Bank the day it was due. The bank sent 
a cashier's check for the amount of the draft less $1.00 collection charges May 28. 

Prepare the purchase order which the purchasing agent for the Davis Printing 
Company would issue, the sales invoice which the bookkeep)er for Ault & Wiborg 
would make, the draft which the bookkeeper for Ault & Wiborg would draw, the 
acceptance which the bookkeeper for the Davis Printing Company would make 
on this draft, and the cashier's check which the cashier of the Mellon National 
Bank would send to Ault & Wiborg. 

Exercise No. 48, Order, Sales Invoice, Sight Draft, and Cashier's Check. 

September 25 the Starr Piano Co., Chicago, sold the Jones Piano Co., Mil- 
waukee, 100 Victrola records at 51c, terms 30 days; shipment was made via Amer- 
ican Railway Express, charges collect. October 28 the bookkeeper for the Starr 
Piano Co. drew a sight draft on the Jones Piano Co. for the amount of this invoice 
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payable to the First National Bank in Chicago, and left it with the bank for col- 
lection. The bank sent the draft to the Second National Bank in Milwaukee with 
instructions to present it to the Jones Piano Co. for payment. The draft was paid 
by John Nash, an employee of the Jones Piano Co., upon presentation by a clerk 
of the Milwaukee bank, and the Milwaukee bank sent the Chicago bank a cashier's 
check for $50.75, retaining 25c for collecting the draft. The Chicago bank notified 
the Starr Piano Co. that the draft had been collected and their account credited 
with $50.75, the proceeds of the draft. 

Prepare the purchase order which the purchasing agent for the Jones Piano 
Co. would issue, the sales invoice which the clerk for the Starr Piano Co. would 
make, the draft which the bookkeeper for the Starr Piano Co. would draw, and the 
cashier's check which the First National Bank of Chicago would receive from the 
Second National Bank of Milwaukee. Show the endorsement which the Chicago 
bank would make on the draft before sending it to the Milwaukee bank, and the 
entry the Chicago bank would make in the pass book of the Starr Piano Co. for 
the cashier's check received in payment for the draft. 

Exercise No. 49, Notes, Time Drafts, Sl^t Drafts, Bank Drafts, and Cbecks. 

The following transactions in connection with notes and drafts were completed 
by the Central Hardware Company of Buffalo during July and August: 

July I. Received from Trowe Bros., Watertown, in full of account, a note for 

$525.65, dated June 29, due in two months, with interest at 6% 
after maturity, payable at the First National Bank of Watertown. 

July 28. Accepted a draft drawn July 26 by the Harding Mfg. Co., Little Falls, 

for $1,214.60, payable at thirty days' sight. This draft was drawn 
in favor of the Citizens National Bank, Little Falls, and sent by this 
bank to the Third National Bank of Buffalo, which presented it for 
acceptance. 

Aug. 17. Paid by check on the Third National Bank of Buffalo a sight draft for 

$275.60, drawn by Rand & Co., Cleveland, Ohio, August 15. 

Aug. 27. Gave the Third National Bank of Buffalo a check for $1,214.60 in pay- 
ment for a bank draft drawn on the Chase National Bank, New York 
City, for the same amount, and sent this draft to the Harding Mfg. 
Co., Little Falls, in payment for the acceptance of July 28. 

Aug. 31. Received from Trowe Bros, a new note, dated July 29, with interest at 

6% from date, due in two months, payable at the First National 
Bank of Watertown, and a cashier's check for $300.00 drawn on the 
First National Bank of Watertown by M. A. Rand, cashier, in our 
favor, in payment for their note due today. 

Prepare the following business forms: 

The note required in the transaction of July i. 

The draft required in the transaction of July 28, with all endorsements. 

3. The draft and check required in the transaction of August 17. 

4. The check and bank draft required in the transaction of August 27. 

The note and cashier's check required in the transaction of August 31; 
the new note should be made payable at the same bank as the one renewed. 

QUESTIONS 

I. Would the Home Department Store, Pittsburgh, draw a sight draft on C. A. 
Fades, 1262 Penn Ave., Pittsburgh, to collect a debt due from him? Why? 
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2. Would this concern accept a note in settlement of the account? 

3. U. B. Sweet owes the Candy Kitchen an account of $100.00 and secures an 

extension of sixty days by giving his note for this amount, due at the ex- 
piration of that time, (a) Have his liabilities decreased? (b) Have the 
assets of the Candy Kitchen increased? (c) To whom will the note be paid? 

4. Why should a draft be made payable to the bank at which the drawee does 

business? 

5. Would you consider it fair for one of your creditors to draw a sight or time 

draft on you for an amount you owed without first notifying you? 

6. Is it necessary for the drawee of a draft to pay or accept it when presented? 

Why? 

7. In what respects is a sight draft similar to a check? 

8. In'^what respects is an accepted time draft similar to a note? 

9. If you sell merchandise to a customer in another city, how will you expect him 

to pay for the merchandise? 

10. Would you consider it fair for this customer to send you a draft drawn on one 

of his customers in your city, asking you to collect your debt from this cus- 
tomer? 

11. How does the drawee of a time draft indicate that he will pay the amount of 

the draft? 

12. How does the drawee of a sight draft indicate that he wilt pay the amount 

of the draft? 

13. Explain the use of notes and drafts in business. 

14. If the drawee pays a sight draft, what accounts are debited and credited? 

15. If the drawee accepts a time draft, what account shows the value received? 

the value parted with? 

16. What accounts are affected when the owner of the business accepts a note 

from a customer in full of account? 

17. Name the accounts debited and credited when the business issues a note (a) 

for borrowed money, and (b) to pay a creditor. 

18. What accounts represent the value received and the value parted with to the 

drawee of an accepted draft? To the drawer? 

19. Why is a draft endorsed? a note? a check? 

20. Distinguish between the face value and maturity value of a note. 

21. If John Smith transfers a check to you by endorsement and the bank refuses 

payment of the check because the one who drew it did not have sufficient 
funds on deposit, how would you notify John Smith of the bank's action 
so as to hold him responsible for the amount of the check? 

22. Why is it advisable to have the receipt of part payment for a note endorsed 

on the back instead of acknowledged by a separate receipt? 

23. Why is it advisable for the holder of the note not to write his name in con- 

nection with the endorsement of a receipt for part payment? 

24. Explain the difference between a note and a check. 

25. Whom does the holder of a note hold responsible for its payment? 



Chapter XII 

ACCOUNTS WITH FIXED ASSETS, NOTES, AND INTEREST 

The Purpose of this Chapter is to explain accounts with fixed assets, notes 
and interest. A knowledge of these accounts is necessary because they are needed 
in the recording of business transactions. Equipment is needed in connection 
with the operations of the business; transactions frequently occur involving the 
use of notes and drafts; and interest cost and interest income must be recorded. 

§ 99. Fixed Assets. The building or place in which the business conducts 
its operations usually requires certain fixtures necessary in connection with the 
operations of the business; these include shelving, show cases, desks, typewriters, 
filing cases, etc. This property, when purchased, becomes a part of the assets 
of the business; such assets are usually referred to as ''fixed assets" to distinguish 
them from "current assets," such as cash, merchandise in stock, accounts due 
from customers, etc. The value of property purchased for use in the busi- 
ness is recorded in a special account or accounts, in such a way that the cost value 
of the property will always be shown; the balance should show cost to facilitate 
insurance adjustment in case of fire and to determine the yearly depreciation 
which is based on the cost. The Furniture and Fixtures account is the only fixed 
asset account discussed in this chapter; a more complete discussion will be given 
in a subsequent chapter. 

FURNITURE AND FIXTURES ACCOUNT 

§ 100. The Purpose of this Account is to show the cost value of prop- 
erty purchased for use in the office and store room, which includes desks, filing 
cabinets, typewriters, show cases, scales, etc. A permanent record of each article 
purchased should be kept, either in the explanation column of the account or 
in a separate inventory book. 

Debit the Furniture and Fixtures Acct.: Credit the Furniture and Fixtures Acct.: 

If I. For the value of furniture and ^ 2. For the cost value of furniture 

fixtures on hand at the be- or fixtures sold, the cost of 

ginning of business, and for which was debited to this ac- 

the cost value of such prop- count when purchased, 
erty purchased. 

^ 3. The Balance of the Furniture and Fixtures Account shows the cost value 
of the furniture and fixtures owned by the business* as the result of transactions 
in which furniture and fixtures were purchased or sold. It is shown on the Balance 
Sheet as one of the "Fixed Assets." 

§ 101. Transactions with Notes and Accepted Drafts require accounts 
in which to record them. The reason for this is that a note is a written agreement, 
while the amount in an account is subject to dispute even though it may be sup- 
ported by business forms. Thus the account with James Atkin may show a debit 
balance of $250.00, but this does not mean that Mr. Atkin will pay $250.00 be- 
cause there might have been an error in recording the amount. On the other hand, 
if James Atkin has given the business a written promise to pay $250.00 on a defi- 
nite date, this is not subject to dispute as he will be required to pay this amount. 

(Concluded on page 12/.) 

•The nature of the property will determine the method of taking care of the decrease in value 
due to wear and tear resulting from use; this is explained in a subsequent chapter under the subject 
of "Depreciation." 
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Should the written promise remain in iX)ssession of the business and errors de- 
velop which change the amount, credit might be allowed for these errors; but, 
if the business has sold the note, the holder will expect Mr. Atkin to pay the full 
amount. For the reasons stated, it is customary to record the amount of each 
written promise (note or acceptance) in which money is to be paid to the business, 
in a "Notes Receivable" account, and each written promise (note or acceptance) 
in which the business promises to pay money, in a "Notes Payable" account. 

NOTES RECEIVABLE ACCOUNT 

§ 102. The Purpose of this Account is to show the amount due to the 
business as evidenced by written obligations; these include notes (§ 86) signed 
by others and time drafts (§ 92) accepted by others. 

Debit the Notes Receivable Account: Credit the Notes Receivable Account: 

IT I. For the face of each note or 1[ 2. For the face of each note or 

acceptance* owned by the • acceptance* when collected, 

business at the beginniog, and discountedti or transferred, 

for the face of each note or Partial payments are indi- 

acceptance* received during cated as in § 27, If 5. 
the operations of the business. 

f 3. The Balance of the Notes Receivable Account shows the value of the 
notes and acceptances belonging to the business as the result of transactions com- 
pleted with notes and drafts receivable. It is shown on the Balance Sheet as a 
current asset, and is usually listed between "Cash" and "Accounts Receivable." 

NOTES PAYABLE ACCOUNT 

§ 103. tlie Purpose of this Account is to show the amount owed by the 
business as evidenced by written obligations; these include notes (§ 86) signed 
by the business and time drafts (§ 92) accepted by the business. 

Debit the Notes Payable Account: Credit the Notes Payable Account: 

^ I. For the face of each note or f 2. For the face of each note or 

acceptance when paid. Par- acceptance^ owed by the busi- 

tial payments are indicated as ness at the beginning, and for 

in § 28, II 5. ' the face of each note signed 

or time draft accepted^ by the 
business during its operations. 

^ 3. The Balance of the Notes Payable Account shows the value of the 
notes and acceptances owed by the business as the result of transactions completed 
with notes and drafts payable. It is shown on the Balance Sheet as a current lia- 
bility, and is usually listed before "Accounts Payable." 

§ 104. Interest is the use of money. The premium paid or received for 
this use is also referred to as interest. To illustrate: A borrowed $100.00 from 
B on twelve months' time, and at the end of the year paid $106.00, the principal 
and the interest. A paid $6.00 for the use of the money borrowed, hence this 
amount is an interest cost to him; B received $6.00 for the use of the money loaned, 
hence this amount is interest earned for him. 

•Trade acceptances are usually shown in an account with Trade Acceptances Receivable; 
this is discussed in a subsequent chapter. 

tif notes and drafts discounted are credited to a Notes Receivable Discounted account, 
Notes Receivable is not credited until they are paid; this is discussed in a subsequent chapter. 

tTrade acceptances are usually shown in an account with Trade Acceptances Payable; this 
is discussed in a subsequent chapter. 
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If I. Discount is interest paid in advance, that is, the one who borrows the 
money pays the lender the interest at the time the loan is made and not at its 
maturity. It is customary with many banks to deduct the interest from the face 
of notes received as evidence of loans; the borrower receives cash or credit in 
his pass book for the proceeds. The borrower may, if he desires, give the bank 
his check for the interest, in which case he receives credit for the face of the note. 

To illustrate: A borrowed $500.00 from his bank, living his note payable in ninety days from 
date, as evidence of the obligation. The bank charges nim eight per cent interest. When he pre- 
sents his note for credit, he will either receive credit for $490 .00, or give the bank his check for $10 .00 
and receive credit for $500.00. In either case the $10.00 is regarded as interest. Interest paid in 
advance may be termed "discount," but it is better to consider all amounts paid for the use of money 
as "interest," whether the amounts are paid at the time the debt is created or at the time it is paid. 

If 2.. Legal Rate, To prevent unreasonable charges for the use of money, 
the various states have enacted laws fixing the rate that may be collected; this is 
termed the legal rate. Some states provide that a higher rate may be collected 
if mentioned in the contract; this is termed the contract rate. Both the legal 
and the contract rate are based on a fixed charge for one year; thus 6% indicates 
that $6.00 may be collected for each $100.00 for one year. 
• 

If 3. Time, The time is the number of days, months or years for which 

interest is to be calculated. In the case of a note the time is stated. A note dated 
March 10, due in 90 days, would be due June 8. The same note if payable in three 
months would be due June 10. 

^ 4. Method of Calculating Interest, A business year is regarded as 360 
days — 12 months, 30 days in each month. Since 6% is the legal rate in the majority 
of states, and it is an aliquot part of 60, there are many rules for calculating interest 
based on this. One of the simplest methods, especially where the time is less than 
100 days, is as foll6ws: multiply the principal with the decimal place moved three 
places to the left by the result obtained by dividing the number of days by six. 
The result is the interest at 6%. 

To illustrate: Calculate the interest on $942.75, for 48 days, at six per cent. Move the decimal 
point three places to the left, multiply this amount by 8 (48 divided by 6). The result is 754,200. 
As there are five decimal places in the multiplicand, there must be five decimal places in the product, 
which gives the interest, 97.54. The fraction to the right of this is less than one-half, and is not used. 
If it had been one-half or more, the interest would have been $7.55. Do not drop the fraction until 
the final result is obtained. 

When the rate of interest is not 6%, divide the amount of the interest at 6% by six; this gives 
the interest at i %. Multiply this by the given rate, and the result is the interest on the given amount 
at the given rate. To illustrate: Calculate the interest on $368.95 for 48 days, at 8%: $368.95 
with the decimal point moved three places to the left is .36895. 48^-65=8; .36895X8=2.95160 
(interest at 6%). 2.95I6o-^6 = .49I93 (interest at 1%); .49193 X8- 3.93544 or $3.94, interest on 
$368.95 for 48 days, at 8%. 

§ 105. Accounts with Interest. Interest cost and interest earned should 
be recorded in separate accounts. While all the transactions with interest could 
be recorded in one account, debiting it with interest cost and crediting it with 
interest earned, yet it is better to keep two accounts because the balance of the 
one account would not mean anything to the owner of the business. Where the 
transactions with interest are recorded in two accounts, the information given 
the owner on the Statement of Profit and Loss will show the net interest cost to him 
separate from the net interest earned; if the transactions had all been recorded 
in one account, the balance would not show this information, but only the differ- 
ence between the total interest cost and the total interest earned. For the rea- 
son stated it is customary to record interest transactions in which the business 
gives cash or other property for interest, in an account with "Interest Cost," 
and those transactions in which the business receives cash or other property for 
intere.st, in an account with "Interest Earned." 



GENERAL RULE FOR DEBITS AND CREDITS 129 

INTEREST COST ACCOUNT 

§ 106. The Purpose of this Account is to show the cost of interest to 
the business, made necessary by the business having to pay for the use of money. 

Debit the Interest Cost Account: Credit the Interest Cost Account: 

If I. For interest on accounts and ^ 2. For any deductions which re- 

notes payable.* Cash is us- duce the cost* of interest as 

ually credited, but some other shown by the debit side. 

asset might be given in pay- 
ment of interest. 

f 3. The Balance of the Interest Cost Account shows the net cost of interest 
to the business. It is shown on the Statement of Profit and Loss as Interest Cost 
under the caption ''Deductions from Income." 

INTEREST EARNED ACCOUNT 

§ 107. The Purpose of this Account is to show the returns from interest 
to the business, resulting from others paying for the use of money which belongs 
to the business. 

Debit the Interest Earned Account: Credit the Interest Earned Account: 

If I. For any deductions which reduce ^2. For interest income from ac- 

the income from interest as counts and notes receivable.f 

shown by the credit side. Cash is usually debited, but 

some other asset might be 
received for interest earned. 

% 3. The Balance of the Interest Earned Account shows the net returns from 
interest to the business. It is shown on the Statement of Profit and Loss as Interest 
Earned under the caption "Other Income." 

SUMMARY 

§ 108. General Rule for Debits and Credits. Debit the account which 
represents the value received and credit the account which represents the value 
parted with. This rule may be more explicitly expressed as follows: 

Debit the Account which represents: Credit the Account which represents: 

(a) The cash received or property (d) The cash paid or property sold. 

purchased. (e) The person from whom cash is 

(ft) The person to whom cash is paid received or property is pur- 

or property is sold on account. chased on account, 

(c) The service for which cash or (/) The service for which cash or 

other property is given m pay- other property is received. 

ment. 

The above rule was not given at the beginning because the student might 
have felt obligated to memorize it, and this is not desirable. It is given at this time 
in order that the student may correlate it with the preceding discussion and his 
knowledge of the principles gained from the exercises and practice set. 

In the formula given, (a) applies to 1[i under the discussion of the Cash, 
Purchases, Notes Receivable, and Furniture and Fixtures accounts; (b) to f i 
under the discussion of the Accounts Payable and Accounts Receivable accounts, 

{Concluded on page 130.) 
^Accrued interest on accounts payable, notes payable, and bonds payable will be discussed later. 

fAocrued interest on accounts receivable, notes receivable, and bonds owned by the business 
will be discussed later. 

* 
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and to f 2 of the Capital account; (c) to l[i of the Expense, Interest Cost, and 
Interest Earned accounts; (d) to t 2 of the Cash, Sales, and Furniture and Fix- 
tures accounts; (e) to f 2 of the Accounts Receivable and Accounts Payable ac- 
counts, and to If 4 of the Capital account; (f) to f 2 of the Expense, Interest Cost 
and Interest Earned accounts. 

The student should learn to record transactions with the same ease that the driver openttes 
an automobile. He can do this only by constant practice. The purpose of the ezerdset in connec- 
tion with the discussion and the practice set was to afford this practice. The first thought in the 
mind of the bookkeeper when a transaction is presented to him should be the value received and 
the value i>arted with; the second, the accounts that represent these values; the third, the book 
of account in which to make the record; and the fourth, the process of recording so as to show these 
facts. 

OUTLINE OF ACCOUNTS 

§ 109. The Outline below includes those accounts which have been dis- 
cussed in the preceding chapters. These are classified as current assets, fixed assets, 
current liabilities, capital, income, operating, and special profits and losses. 

Cash 

^ . J Merchandise Inventory 

Current Assets ^^^^g Receivable 

[ Accounts Receivable 
Fixed Assets < Furniture and Fixtures 

r^ T • i_-i-^- / Notes Payable 

Current Liabihties j Accounts Payable 

Capital \ Proprietor, Capital 

I Sales 
Purchases 
Merchandise Inventory 



Used in the preparation of 
the Balance Sheet 



Operating (Cost) < Expe 






nse 



Used in the preparation of 
the Statement of Profit 
and Loss 



o . 1 T> /-^ J T / Interest Earned 
Speaal Profit and Loss, j interest Cost 

Current Assets are those assets which are in the form of cash or which will be 
converted into cash in the regular operations of the business; they are usually 
the result of transactions in connection with the purchase and sale of the commod- 
ities in which the business deals. 

Fixed Assets refer to the property purchased for use in the business. 

Current Liabilities are those liabilities which will have to be paid within a 
short time after they are incurred; they usually represent debts incurred in con- 
nection with the purchase of merchandise. 

Capital refers to the investment of the proprietor. 

Trading or Income Accounts are those accounts which show the profit re- 
sulting from the operations of the business. Each business is organized to make 
a profit through certain specific operations, as selling merchandise (mercantile 
business), selling service (telephone business), etc. 

Operating Expenses refer to the cost of operating the business, which includes 
rent, heat, light, telephone service, salaries, etc. 

Special Profits and Losses refer to those profits and losses which occur out- 
side of the regular operations of the business and may occur in one fiscal period 
but not in another. 
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Exercise No. 50, Notes and Drafts. 

Record in journal form the following transactions in regard to notes and 
drafts completed during the months of January — ^June by James Whitcomb, a 
dealer in farm implements: 

Jan. 5. Sold Jonathan Rigden, Centerville, one tractor, $850.00. Received in 

payment his check for $250.00 and three notes for $200.00 each, due 
in three, six, and nine months respectively, with interest at 6% from 
date. 

10. Purchased from the Orrville Mfg. Co., Mansfield, on 90 days' time, 
merchandise per purchase invoice dated January 7, $1,295.60. 

15. Sold Robert Shook, Scottsboro, on 30 days' time, farm implements per 
sales invoice rendered, $425.00. 

22. Accepted the Orrville Mfg. Co.'s 90-day draft for $1,000.00 on account 
of purchase of the loth. 

25. Borrowed $800.00 from the bank on Mr. Whitcomb's 60-day note, 
bearing interest at 6%. Received credit in the pass book for the 
face of the note. 

31. Sold S. W. Walker, Clinton, on 30 days' time, farm implements per 
sales invoice rendered, $209.75. 

Feb. I. Discounted at the bank the three-months note received from Jonathan 

Rigden January 5. Received credit in the pass book for the face of 
the note. 

14. Received from Robert Shook in settlement for the merchandise sold him 

January 15, his note for $300.00, due in three months, with interest, 
and his check for the balance of the account plus three months' 
interest on the note at 8%. 

28. Sold W. H. Miller, City, one tractor, $1,050.00. Received in payment 
his check for $150.00 and three notes for $300.00 each, due in three, 
six, and nine months respectively, with interest at 6% from date. 

Mar. 8. Drew a 30-day draft through the Union Bank at Clinton on S. W. Walker 

for the merchandise sold him January 31. Sent the draft to the bank 
for acceptance, with instructions to retain it for collection if accepted. 

15. Discounted at the bank the three- and six-months notes received from 

W. H. Miller February 28. Received credit in the pass book for 
$588.00, the proceeds of these notes after the bank deducted interest. 

16. Received notice from the Union Bank at Clinton that the draft drawn 

on S. W. Walker March 8 was accepted March 11, and the bank 
would hold the draft for collection at maturity per our instructions. 

24. Gave the bank in payment for the note discounted January 25 a new 

60-day note for $500.00, with interest from date, and our check for 
the balance of the old note and interest on same at 6% for sixty days. 

25. Purchased from the Orrville Mfg. Co., Mansfield, on 90 days' time, 

merchandise per purchase invoice dated March 20, $2,546.52. 

April I. Received from Jonathan Rigden a check for $203.00 in payment for 

his three-months note given January 5 and interest, the bank having 
failed to send him a notice. 

3. Sold M. B. Adams, Uniontown, one thresher with full equipment, 
$1,500.00. Received in payment $500.00 cash, a 60-day note for 
$500.00, and a 90-day note for $500.00, each with interest at 6%. 

14. Received a cashier's check from the Union Bank at Clinton for $208.50 
, in payment for the draft accepted by S. W. Walker, less $1.25, their 
charges for collection. 
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25. 



May I. 



Apr. 20. Gave our bank a check for $498.58 and the 60-day note received from 

M. B. Adams April 3, in settlement for the 90-day draft drawn by 
the Orrville Mfg. Co. and accepted by us January 22; the bank 
accepted the Adams note at its present value, $501.42 (face value, 
$500.00, plus interest to date, $1.42). 

Received a check from W. H. Miller in payment for the nine-months 
note received February 28, for the face of the note and interest from 
the date of the note up to and including April 24. 

Gave the Orrville Mfg. Co. the 90-day note received from M. B. Adams 
April 3, our note for $1,000.00 due in ninety days, our note for 
$1,000.00 due in four months, and our check for $374.79 in payment 
for balance due on the purchase invoice of January 10 and in full of 
purchase invoice of March 25, and interest on our notes at 6% from 
date; the Orrville Mfg. Co. accepted the Adams note at its present 
value, $502.33 (face value, $500.00, plus interest to date, $2.33). 

Sold C. H. Becker, Lexington, one thresher and outfit, $1,800.00. Re- 
ceived in payment his dieck for $300.00, and three notes for $500.00 
each, due in 30, 60, and 90 days respectively, with interest at 6%. 

Purchased from the Orrville Mfg. Co., Mansfield, on 90 days' time, 
merchandise per purchase invoice dated May 12, $1,365.90. 

Sold Robert Shook, Scottsboro, one tractor, $850.00. Received on 
account of this sale his check for $150.00 and a note for $600.00 in 
his favor, signed by B. A. Small, dated March 7 and payable in 
ninety days. Allowed him credit for the proceeds of the note, which 
include the face and interest at 6% from the date of the note to May 
18. The balance of this account is to be paid within thirty days. 

The bank notified us that the three-months note for $300.00 received 

from W. H. Miller February 28 and later discounted, has not been 

paid. Gave the bank our check for $4.50 interest and our note for 

$300.00, with interest at 6% from date, payable in thirty days. 

Debit the account with W. H. Miller for the face of the note plus the interest, and 
credit Notes Payable and Cash. 

Received from Robert Shook a 3-months note for $200.00, dated 
June 2, and a check for $104.00 in payment for 3-months note dated 
February 14, and interest on the new note at 8% from date to 
maturity. 

Received from C. H. Becker his check for $502.50 in payment for 30-day 
note dated May 10 and interest at 6% on the same from date of the 
note up to and including June 9. 
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Exercise No. 51, Si^t Draft. 
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John C. Franklin of Scranton, Pa., owes Dean & Dean of Salt Lake City as 
shown by the account (in the ledger of John C. Franklin) in the illustration 
above. Dean & Dean have drawn the draft at the top of page 133 in settlement 
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of the past due items of August 5 and September 9, with interest at 6% from the 
due date up to and including the date of the draft. 
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The student is required to show the following: 
(i) Interest calculations made to approve the amount of the draft. 
(2) The entry in journal form that the drawee would make when he paid 
the draft. 

Exercise No. 52, Note Transferred. 
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The check in the illustration below and the note at the top of page 134 were 
received in full payment for the account shown in the illustration above. The 
customer pays interest on the past-due items from their due date to the date of 
settlement as shown by the date of the check; he is allowed the accrued interest 
in the note from date up to and including the date of settlement. 
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The student is required to show the following: 

(i) Interest calculations made to approve the amount of the check. 

(2) Endorsement to transfer the note. 

(3) The entry in journal form required to close the account and show a 
record of the interest and note. 









Exercise No. 53, Time Draft. 
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The draft in the illustration below was drawn in settlement for the balance 
of the sale made March 10 as shown by the debit to the account with the customer 
in the illustration above. Interest at 6% for thirty days on the balance due was 
included in the face of the draft. 
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The student is required to show the following: 

(i) Interest calculations made by the bookkeeper when he ascertains the 
amount of the draft. 

(Concltuled on page 135.) 
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(2) The stub from which the draft was detached. 

(3) The entry in journal form made by the bookkeeper who drew the draft. 

Exercise No. 54, Siftht Draft, Note, and Check. 

The illustration below shows three ledger accounts which appear in the ledger 
of the Cochran Mfg. Co., Toledo, Ohio: 
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(Concluded on page 136.) 
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The following is required: 

(i) Draw at sight on the Auto Radiator Repair Co. for the balance due June 
I8t, including interest on all past due items, less interest on the payments up to 
and including the date of the draft. Make the draft payable to one of the banks in 
the city in which the school is located, it being assumed that this city is the address 
of the Auto Radiator Repair Co. 

(a) Show in journal form the entry made by the bookkeeper for the Coch- 
ran Mfg. Co. to record the draft and interest. 

(2) Prepare a sixty-day interest-bearing note in favor of A. Strange & Co.. 
payable at the Jackson National Bank, for the balance due January i, including 
interest on all purchases from the due date up to and including January i, and 
allowing interest on all payments from date up to and including January i. 

(a) Show in journal form the entry made by the bookkeeper for the Coch- 
ran Mfg. Co. to record the note and interest. 

(3) July I R. H. Donnelley of the R. H. Donnelley Company wishes to 
transfer the note shown below their ledger account, and give the company's check 
in settlement for the account. He is to pay interest on each past-due item and to 
be allowed interest on each payment from date up to and including July I, also 
to be allowed credit for the accrued interest in the note. 

(a) Write the check for Mr. Donnelley to sign. 

(b) Show the calculations necessary to ascertain the amount of the check. 

(c) Show in journal form the entry necessary to close the account and to 
record the value of the note and interest. 

Exercise No. 55, Journal Entries, Notes and Drafts. 

Journalize the following transactions using the numbers as the days of the 
current month, and present the work to the teacher for approval. 

1. Gave Simpson Bros, our sixty-day note, dated today, for $250.00, to apply 
on account. 

2. John Howard gave us his thirty-day note, dated today, for $128.36, in 
full of account. 

3. Sold James Morgan, on his note for thirty days, 200 bu. oats at 49 cents. 

4. Received $150.00 from A. C. Williams, in payment of his note due today. 

5. Accepted Martin Bros.' ten-day draft for $329.86, in part payment of 
account. 

6. Received $286.48 from M. J. Thompson, on his note, due today. 

7. Bought from the Hall Safe & Lock Co., for $200.00, one fireproof safe, and 
gave in payment check for $50.00, and our note due in sixty days, for $150.00. 

8. Drew a ten-day draft on A. C. Weaver for $150.00, the balance he owes 

us, and sent the draft to Arnold Bros., to apply on account we owe them. Mr. 

Weaver has accepted the draft. 

Transactions of this nature are not fair to the creditor, but when they occur, the one who 
draws the draft (drawer) debits the account with the creditor to whom the draft is ^iven (payee), 
and credits the account with the customer on whom it is drawn (drawee), if the draft is accepted or 
paid. The drawee debits the account with the drawer, and credits the Notes Payable account if he 
accepts the (time) draft or the Cash account if he pays the (sight) draft. The pavee debits the Notes 
Receivable account if the (time) draft is accepted or the Cash account if the (sight) draft is paid, 
and credits the account with the drawer. 

9. Bought from Payne & Hart, merchandise per invoice of this date, $869.48. 
Gave in payment our ninety-day note, dated today. 

10. James Milligan gave us his note for $125.00, due in thirty days from 
today to apply on account. 
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11. Received from R. M. Upman, a ten-day draft on Hall Bros., for $150.00, 
to apply on an account Upman owes us. Hall Bros, have accepted the draft. 

12. Purchased from Remington Typewriter Co., one No. 11 Remington 
typewriter, for $100.00. Gave in payment our check for $25.00, and three notes 
for $25.00 each, due in thirty, sixty and ninety days. 

This transaction requires an entry with one debit and four credits — one for the cash paid and 
one for each note. 

13. Drew a ten-day draft on Yeager Bros, for $354.81, the amount they owe 
us, and sent it to Dawson & Perry to apply on account. (See instructions in No. 8.) 

14. J. J. Darling gave us his note for $175.00 due in sixty days from today, 
and his check for $86.14, ^^ full of account he owes us. 

15. Bought from the Consolidated Milling Company, merchandise per in- 
voice of this date, $689.28. Gave in payment a note which we hold (Notes Receiv- 
able) for $127.65, our note due in thirty days for $400.00, and our check for the 
balance. 

16. Borrowed $400.00 from the bank on our thirty-day interest-bearing note 
for this amount. 

17. Accepted Marblehead & Co.'s draft at ten days for $681.29, in full of 
account. • 

18. Paid Donaldson Bros. $250.00 in payment of a note which is due today. 

19. Our note for $500.00 is due at the bank today. Gave them a check for 
$250.00, and a new note with interest for $250.00 in settlement of this. 

20. Accepted Martin Bros.' ten-day draft for $150.00, to apply on account. 

21. Paid our note for $200.00 due today. 

22. Our note for $800.00, in favor of Stillman Bros., is due today. We have 
settled the same by giving them our check for $300.00, and two interest-bearing 
notes for $250.00 each, due in thirty and sixty days, respectively. 

23. Robert Davis owes us a note for $627.65, which is due today. He settles 
the same by giving us his note for $300.00, a note that has been transferred to him 
for $127.65 which we owe, and his check for the difference. 

24. A. L. Day owes us $582.65. He settles the account as follows: his thirty- 
day note for $250.00, our note for $210.00 (Notes Payable) which he holds, and 
his check for $122.65. 

25. We owe Anderson Bros. $427.55. They accept our check for $127.55, 
and three notes of equal amount dated today, due in thirty, sixty and ninety days, 
in full of account. 



RADIO SET 

This is a practice set without vouchers, and consists of the transactions for 
a period of two months performed by Robert A. McFarland who is engaged in the 
radio supply business. The transactions are separate from the text and are included 
with the books of account necessary to record them. The purpose of this set is 
to provide a review of the principles discussed in the text and in the W. H. Good- 
win practice set. The student will follow the teacher's instructions in regard to 
the completion of this set. 
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QUESTIONS 

1. Under what conditions would the cost of a desk be debited to the Purchases 

account? 

2. Under what conditions would the cost of a desk be debited to the Furniture 

and Fixtures account? 

3. W. H. Banks, owner of Banks* Drug Store, rented a typewriter on January i 

for one year at a rental of $3.00 per month. What accounts would his 
bookkeeper debit and credit when the monthly rent was paid? 

4. January i of the next year Mr. Banks purchased a new typewriter for $100.00 

cash, and on December 31 of the same year he sold it for $75.00 cash, (a) 
What accounts would his bookkeeper debit and credit when the typewriter 
was purchased? (b) What accounts would his bookkeeper debit and credit 
when the typewriter was sold? 

5. How much did Mr. Banks save by owning his own typewriter? 

6. If he had not sold the typewriter December 31, should he have considered 

it still worth $100.00? 

7. If he wished to show that it had decreased in value, could you suggest a means 

of doing this? 

8. Why should the credit to the Furniture and Fixtures account show cost and 

not selling price? 

9. If a desk which has been purchased foi' sale is transferred from stock for use 

in the office, what accounts will be debited and credited? 

10. Would an automobile truck used for delivering merchandise sold be regarded 

as one of the fixed assets of the business? 

11. If the business buys a safe for $400.00 and pays freight $50.00, will the cost 

of the safe shown in the Furniture and Fixtures account be the cost of the 
safe at the factory or this cost plus the freight? 

12. If fixtures belonging to the business are destroyed by fire, will the insurance 

be adjusted on the cost value of the same or the present value? 

13. What is the legal rate of interest in your home state? 

14. Does the law of your state permit the collection of a rate higher than the 

legal rate? 

15. Explain the difference between interest and discount. 

16. In what respect does the Interest Cost account resemble the Expense ac- 

count as they both relate to the operations of the business? 

17. When is interest a cost to the business? 

18. When is interest an income to the business? 

19. Why does the law limit the income from interest when it does not limit the 

income from the operations of a busihess? 

20. If a customer owes the business $500.00 which is due, and gives his note for 

this amount, due in ninety days", should he be required to pay interest? 
Why? 

21. (a) What is the due date of a note dated May 9 and payable ninety days 

after date? (b) What is the due date of a note dated May 9 and payable 
three months after date? 

22. Why is the interest on a note for $169.27 for sixty days at 6%, $1.69? 

23. Explain the difference between current assets and fixed assets and the reason 

for this difference. 

24. Explain the difference between the profit on merchandise sold in a mercantile 

business, and the profit resulting from interest earned. 

25. What is the first thought of a bookkeeper when a business form representing 

a transaction is given to him? the second thought? the third? the 
fourth? 



Part Two^— Partnership 

Chapter XITI 

THE PARTNERSHIP CONTRACT AND ACCOUNTS WITH PARTNERS 

§ 110. Introduction. The purpose of the discussion in this division is to 
give the student further information in regard to the principles of accounting in 
connection with the recording of transactions, and practice through the exercises 
in applying these principles. Two practice sets, separate from the text, accompany 
this division. While the title of the division is "Partnership" and the business in 
each of the practice sets is conducted by partners, yet the principles discussed and 
illustrated may be applied to a business oivned and operated by an individual. 
This chapter contains a discussion of the partnership and the accounts necessary 
to record the transactions with the partners. 

§ 111. Accounting is the science which treats of the proper recording, 
classification, presentation, and interpretation of the financial facts relating to a 
business enterprise. Bookkeeping is that part of accounting which relates to the 
recording of business transactions. It is difficult to determine just where book- 
keeping ends and accounting begins, because the transactions should be clas^fied 
as they are recorded if the proper analysis is to be made from the reports prepared 
at the close of the fiscal period. 

In the preceding chapters no attempt was made to consider the classification 
of transactions and the analysis of reports. Now that the student understands 
the method of recording transactions and preparing reports, he can better appreciate 
the reason for classification and analysis. A course in bookkeeping without a 
discussion of classification and analysis would not be fair to the student because 
he would be handicapped in his work as a bookkeeper, and as a manager of his 
own business he could not interpret the information which would come to him 
from the accounting department. 

§ 112. A Partnership is the relation existing between two or more persons 
who have associated their time, labor, skill and capital in some business enterprise 
for their joint profit. The partners are the persons who have entered into the 
agreement to form a partnership. 

§ 113. The Purpose of Forming a Partnership is the mutual benefit of 
all interested. The qualifications and natural ability of each person differ widely. 
One person seldom possesses all the essential requirements for an ideal business 
man; for this reason, the association of two or more partners is often very desirable. 
A mercantile business owned and operated by a shrewd buyer, a good salesman, 
and an efficient collector as partners will be sure of success if the three partners are 
congenial. While the necessary capital for conducting the business is usually the 
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chief incentive to the formation of a partnership, yet the natural ability and in- 
tegrity of each partner should always be considered, especially if each is to take 
an active part in the management of the business. 

James Brown operates a garage for storage. Robert Davis is salesman for a local automobile 
concern. Frank Jones is an expert auto repair mechanic. These three men form a partnership for 
the purpose of operating a garage, selling passenger cars, and conducting a repair shop. It the 
partners work together and there is no discord, the business should be a success. 

§ 114. The Capital of a Partnership consists of (a) assets invested at the 
beginning of business, and (b) subsequent investments. The net assets of the 
partnership are the total assets less the liabilities; these net assets do not belong 
to any one partner either as a whole or in part, but belong to all of them in com- 
mon. The capital of a partnership is the same as the capital of a business owned 
by an individual, except that the net capital of the individual business belongs 
to the owner, while the net capital of the partnership belongs to the partners, but 
neither is permitted to withdraw his share without the consent of the others. 

A. L. Day owns and operates a grocexy business. He decides to discontinue the business and 
dispose of the assets at auction. After paying his liabilities, he can use the remainder of his assets 
in any way which he desires. O. L. Garber and C. N. Simpson operate a hardware business as 
partners. Mr. Garber wishes to retire, but Mr. Simpson does not want him to do so. If Mr. Garber 
insists upon retiring, he will be responsible to Mr. Simpson for any damage caused by his action. 
If the two partners cannot agree upon some plan of action, it will be necessary to ask a court of 
equity to appoint a receiver to sell the assets, pay the liabilities, and, after the liabilities are paid, 
divide the remainder of the assets between the partners. 

• 

§ 115. The Articles of Copartnership is the contract entered into between 
the partners at the beginning of the business and must conform to the laws of 
the state in which the partnership business is located. The agreement between 
the partners should be in writing and signed by each partner. It should contain 
the following information : 

(i) The date, and time the partnership is to continue. 

(2) The name of each partner and the firm name under which the business 
will be operated. 

(3) The amount invested by each partner. 

(4) The city and state in which the business is to be located. 

(5) The nature of the business. 

(6) The duties of each partner. 

(7) The compensation each partner is to receive for his services. 

(8) The division of the profits. 

(9) Any special conditions that may be agreed upon by the partners. 

Illustration No. 69 shows the partnership agreement between C. W. Keeland 
and A. D. Munson, partners in a retail hay, grain, feed and coal business. 

§ 116. The Relation Between the Partners is such that neither partner 
should take action in important cases without consulting the other partners. The 
individual owner of a business may operate the business without consulting any 
one as he alone is responsible for its operations, but each partner in a partnership 
is responsible to the other partners, hence should consult them even though, ac- 
cording to the agreement, it might not be necessary for him to do so. The success 
of a partnership can be assured only with the full cooperation of all the members, 
and this cooperation can be best effected when the partners are in accord on all 
business transactions of any importance. 

No matter how well qualified the partners may be, unless their relations are agreeable the 
business cannot be a success. In the case of Garber and Simpson in the illustration under §114, 
it is possible that each was well qualified to perform the duties under the Articles of Copartnership, 
but the fact that one of them wanted to sell might indicate that their relations were not satisfactory. 
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ARTICLES OF COPARTNERSHIP 

VINiK Contract, ^^ m' mUtnd into m Urn BACOnd ^ ^ 

....April 29 *if ««rf ii««^...?.^.?.t..^?.«^.«?.<^..?.?..C.^9^^^^ 

l»xtX.-Qt.1;he.?A?.8j-I^.^?Xi.J^J^.A!--P.^-!^?.?9^^ 

fiftrte.P.t.-*}^?..8«?ond,£a_rt^ 

WITNESSETH: Thai Urn $aid paHiet kam Una day formtd a coparinenkip for At purpoM of engaging in and 

«o«fiichVi^.Xetan.hay.^.|[ralnt_f^^^^ 

huainmt wider thtfoOomng iHpuiatimu wkieh an mad§ a part of thi» eontrad: 

FIBST: Th» oaid oopa t imttk i p i$ ioconHmmfor a Urm </.... threejpar 8 

from d«i§ ktrtaf. 

SECOND: Tko (wiimw Ma ho oondmiod wder Ao^firm nam </...Q t..9.*..KaP.l§l^^. A .Q.P.* 

THIRD: Tko inm^immdo aro «/aaoiM:.Q^..!Vi.X9-el!Wd;. assetS. EB 

ius 8 omea t he 1 lab 11 It lea .ahown Jby__t h Is Balanq e .Sheet. • 

A. D. liunson, cash. Five Thousand Dollars (|5, 000.00). 

FOURTH: AUpnjlU or loooet arinngfrom Mnd hutineu are to bo ohartd aafcUowt: 

..Qf.-Hfi..¥.«?-landj..one-imlf^^^ 

FIFTH: A «yffMMfie roeord of all franoadumo it lobe hopl in a double entry set cf books, wftieft are to he open 
for Iko nupeeUoH qf «odk partnor. OnAM.i^^XAN.P.t..J^J^..§^^..'9^.9.K..,hereqfi«r a eiatemma rf 
tk$ fttwMMt itioho wiadOt Ike hooke oloeed and each partner eredUed wlh the amount of the gain, A etaUmeni may be 
mmdo at eueh athor Imw a» the partnere agree upon. 

SIXTH: Each partner u to deeote hie entire time and attention tu Uie bueineae and to engage in no other bueineee 
anterpriee wtthout the vriiten eoneeut of the other, 

SEVENTH: Each partner ie to hare a ealary of I.RQO.tQO}^ month, the earns Jo be withdrawn at eueh time 
or timee ae he wuny eHecL Neither partner ie to wUhdraw from the bueineee an amount in exoeee qf hie ealary vUhout 
the written eoneeni of the other. 

EIGHTm The dutUe of each paHner are defined ae foUowe:,.Q.K .it«.X9.QlAX^.4 Ae..tP..]^TA 

fifli? ral- -?K5?:rYl Pk9R P.?. ."^P. )?VA^.^? HI. a?-4. .ac * as jjur cha sing agent md 
ore^dit man^^A. _D._Mu^^ 

NINTH: Neither partner ie to become eurety or bondsman for anyone without tJte umtten consent cf the other, 
IN WITNESS WHEREOF, The parties aforesaid have hereunto eet their hande and affixed their eeale on the 
day and year above written. 




.^.^..^^. 



Illustration No. 69, Articles of Copartnership. 

EXPLANATION. This contract is the partnership agreement between C. W. Keeland and 
A« D. Munson. It includes all the conditions mentioned in § 115 and a special condition in which 
the partners agree not to become surety for another during the term of the contract. 
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§ 117. Method of Forming a Partnership. A partnership is formed by 
the partners signing the Articles of Copartnership. Each partner is expected to 
invest the property mentioned in the agreement. One copy of the agreement 
should be kept on file in the office, and if desired, a synopsis of it may be made in 
the general journal. The business to be operated by the partners may be a continua- 
tion of a business which has been in operation by one or more of the partners, or 
it may be a new business. The capital of the partnership at the beginning consists 
of the property invested by the individual partners, less any liabilities that may 
be assumed. 

§ 118« Admission of a Partner. A partner may be admitted into a going: 
concern at any time, but it must be upon the agreement of all the partners. If the 
amount of his investment is not dependent on the present worth of the business, 
it is not necessary to prepare a Balance Sheet and a Statement of Profit and Loss 
nor to close the ledger. However, it is better to ascertain the present condition of 
the business through these reports because the new partner will be better satisfied 
with his investment if he has full information in regard to the past operations of 
the business and its present financial condition. The admission of a partner cancels 
the copartnership agreement of the former partners and requires the preparation 
of new Articles of Copartnership to be signed by all the members. 

§ 119. Retirement of a Partner. One or more of the members in a part- 
nership may retire at any time upon consent of all the partners. One partner 
might retire without the consent of all the others, but such action would cause him 
to be responsible to the other partners for any loss resulting therefrom. When the 
value of the retiring partner's interest in the business can be determined without 
the preparation of the Balance Sheet and Statement of Profit and Loss, these re- 
ports are not necessary Since the retirement of a partner cancels the Articles of 
Copartnership and requires a new agreement, it is customary to prepare the Balance 
Sheet and Statement of Profit and Loss and close the ledger so that the new agree- 
ment may begin a fiscal period. 

§ 120. Income Tax for a Partnership. The income of each business 
operated as a partnership is subject to the Federal Income Tax; however, the tax 
is not paid by the partnership as such, but by the partners individually. Quoting 
from Section 218 of the ReAenue Act of 1921, "Individuals carrying on a business 
in partnership shall be liable for income tax only in their individual capacity;" and 
quoting from Section 224 of the same act: "Every partnership shall make a return 
for each taxable year, stating specifically the items of its gross income and the 
deductions allowed by this title, and shall include in the return the names and 
addresses of the individuals who would be entitled to share in the net income if 
distributed and the amount of the distributive share of each individual The re- 
turn shall i)e sworn to by any one of the partners.** See Appendix C. 

§ 121. Accounts Peculiar to a Partnership. The accounts required to 
show the results of the operations of a partnership may be the same as those needed 
to show the results of the operations of a similar business owned by an individual 
except that a separate Capital account will be required for each partner. The nature 
of each of these Capital accounts will be the same as that of the one Capital account 
for a business owned and operated by a sole proprietor, as explained in § 34. Trans- 
actions affecting the compensation of partners as per the Articles of Copartnership 
and that part of the profit to be withdrawn should be recorded in an account sepa- 
rate from the one showing the investment and withdrawals from the investment. 
For this reason it is customary to have two accounts with each partner, a Capital 
account and a Personal or Drawing account. 

PARTNER'S CAPITAL ACCOUNT 

§ 122. The Purpose of this Account is to show the investments and with- 
drawals of the partner, also his share of the net loss or net profit resulting from the 
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operations of the business. The nature of the account is the same as that of the 
Capital- account of an individual as explained in § 34. 



DebU the Partner* s Capital Account: 

^ I. For debts owed by him at the 
beginning of business and as- 
sumed by the partnership. 

1[ 2. For amounts withdrawn from 
the capital invested. 

If 3. For his share of the net loss. 



Credit the Partner* s Capital Account: 

% 4. For his investment at the begin- 
ning of the partnership. 

^ 5. For all subsequent investments. 

f 6. For his share of the net t>rofit 
which is to remain in the 
business. 



f 7. The Balance of the Partner* s Capital Account during the fiscal period 
shows his net investment, and, at the end of the fiscal period after the ledger is 
closed, his proprietorship in the partnership. The sum of the proprietorship of all 
the partners is the proprietorship or net capital of the partnership. The net invest- 
ment of each partner is shown on the Balance Sheet (Illustration No. 92) in the 
same manner as the investment of an individual as explained in § 34. 



PARTNER'S PERSONAL ACCOUNT 

§ 123. The Purpose of this Account is to show a record of those trans- 
actions with the partner which do not affect his Capital account. These include 
withdrawals from salary or that part of the profit set aside for withdrawal; also 
special transactions, such as temporary loans to the partnership on open account, 
cash advanced to the partner for traveling expenses, etc. 



Debit the Partner* s Personal Account: 

If I. For cash paid him by the part- 
nership for (a) salary as per 
Articles of Copartnership and 
(b) profit withdrawn. 

^ 2. For merchandise which he takes 
out of stock to apply on (a) 
salary or (b) profit withdrawn. 

1[ 3. For cash paid to him to be used 
by him for the business. 



Credit the Partner* s Personal Account: 

If 4. For his salary as per Articles of 
Copartnership. 

% 5. For cash paid by him out of 
funds advanced to him (If 3) 
or paid out of his private funds 
in the interests of the business. 

If 6. For that part of the profit which 
the partners have agreed may 
be withdrawn. 



% 7. The Balance of a Partner* s Personal Account, if a debit, shows the 

amount he owes the partnership for overdraft on account of salary or profits to be 

withdrawn; if a credit, the amount due him by the partnership on account of 

salary or profits to be withdrawn. 

As a rule, the Personal account of ^ach partner will be in balance at the close of the fiscal 
period. If, for any reason, a Personal account remains open, the balance, if a debit, is shown on 
the Balance Sheet as a deduction from the balance of his Capital account; if a credit, as an addition 
to the balance of his Capital account. 

§ 124. Opening Entries for a Partnership. When a partnership has been 
formed by the partners signing the Articles of Copartnership, the cash or other 
assets invested by each partner become the property of the partnership, and should 
be recorded as such in the books of account; each asset invested is recorded on the 
debit side of an account and each partner's investment is recorded on the credit 
side of his Capital account. When the partnership is formed to continue the op- 
eration of a going business or to combine one or more going businesses, it is cus- 
tomary for the partnership to assume the liabilities of the business or businesses 
to be operated by it. This means that the sole proprietor or partners who own 
the going business will be credited for the value of the assets belonging to the busi- 
ness and debited for the liabilities which the partnership assumes. 
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OPENING ENTRIES FOR A PARTNERSHIP 



October n James Brown and Robert Duncan form a partnership for the purpose of operating 
a retail grocery business which has been owned and operated by James Brown as a sole proprietor. 
It is agreed that James 
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Brown is to have credit for 
the value of his assets as 
shown by the Balance Sheet, 
and is to be debited with the 
liabilities shown by the same 
report. Robert Duncaii is to 
invest $2,000.00 in cash. 
The value of the assets be- 
longing to James Brown are 
as follows: cash, $1,200.00; 
merchandise, $1,356.50; ac- 
counts receivable, $935.60; 
notes receivable $300.00. The 
liabilities are accounts pay- 
able, $1,345.90, and notes 
payable, $1,000.00. The cash 
invested by Brown and Dun- 
can would be entered on the 
receipts side of the cash book in the same form as the cash investment shown by the first entr>' in 
the cash book for the Model Set (Chapter VI). The other assets invested by James Brown and his 
liabilities assumed would be recorded in the general journal as in the illustration above. If desired, 
this entry might be preceded by a synopsis of the partnership agreement as explained in 5 1 17. 

§ 125. Entries for the Admission or Withdrawal of a Partner. When 
a partner is admitted, the entry for the assets invested by him is the same as the 
entry for the investment of a partner at the beginning of a business. Thus, if the 
new partner invests cash, the entry will be made on the receipts side of the cash 
book; if he invests merchandise, notes, personal accounts, or other assets, the 
entry will be made in the general journal. If the partnership assumes debts owed 
by the new partner, his Capital account will be debited with these in the same 
manner as if the liabilities were assumed at the beginning of a business. 

When a partner withdraws from the business, it is necessary to close his Capital 
account by debiting it and crediting Cash or the account which shows the asset 
accepted by the retiring partner in settlement for his interest in the business. 
If the partnership does not pay the retiring partner the full amount agreed upon, 
the balance due him is a liability. If this balance owed the retiring partner is 
evidenced by a written agreement, it will be recorded in the Notes Payable ac- 
count; if by a verbal agreement, it will be recorded as an account payable. If 
the amount which the retiring partner accepts for his interest in the business does 
not balance his Capital account, this account should be closed into a special account, 
the balance of which will represent the profit or loss to the partnership because 
of the withdrawal. 



Exercise No. 56, Articles of Copartnership and Opening Entry. 

W. L. Westbrook owns and operates a garage for the purpose of storing cars. 
He wishes to add a repair department and to act as selling agent for passenger 
cars. In order that he may secure the needed capital and assistance in the operations 
of the business, he forms a partnership, on January i, with W. W. Woodward, an 
experienced salesman, and C. H. Armstrong, an expert mechanic. The partner- 
ship is to continue for three years, and the business is to be operated under the 
name of the Central Garage. 

W. L. Westbrook invests the building in which the garage is operated, valued 
at $4,500.00; the lot on which the building is located, $1,500,00; accounts re- 
ceivable due from those who have space rented in the garage, $753.50; and cash, 
$500.00. He owes the Citizen's Bank and Trust Company a note for $2,500.00, 
which the partnership assumes. 
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W. W. Woodward invests a demonstration car which he owns, valued at 
$1,500.00; two new cars which he has purchased for sale, valued at $1,750.00 
each; a note for $530.50, signed by A. W. Miller; and cash, $1,223.00. He owes 
the First National Bank a note for $2,000.00 which the partnership assumes. 

C. H. Armstrong invests machinery and tools, valued at $2,500.00, which he 
has been using in a shop operated by himself; and cash, $1,000.00. He owes L. 
I. Milford an account of $500.00 which the partnership assumes. 

Mr. Westbrook will have charge of the office and the general operations of the 
business; Mr. Woodward will devote his time to the sales of automobiles; and 
Mr. Armstrong will have charge of the repair department. Each partner is to 
receive a salary of $200.00 per month. The profits are to be divided as follows: 
Mr. Westbrook and Mr. Woodward, each three-eighths; Mr. Armstrong, one- 
fourth. No partner is to become surety for any one during the time of the part- 
nership, nor engage in any other business. 

Prepare (i) the Articles of Copartnership and (2) the opening entries in the 
journal (including a synopsis of the agreement) and cash book, for the assets 
and liabilities invested by each partner. The value of the building is to be recorded 
in a Building account, and that of the lot, in a Land account; the student will 
select titles for the accounts to record the other assets and the liabilities (§ 4). 

Exercise No. 57, Admission of a Partner, and Transfer of Net Profit 

to Partners' Capital Accounts. 

First Divisian. July i Robert MacFarland, one of the salesmen employed by the 
Central Garage (Exercise No. 56), wishes to purchase an interest in the business and 
the three partners agree to sell him a one-fourth interest for $3,000.00 payable 
$1,000.00 cash; one Liberty bond, accepted at par value, $1,000.00; and his note, due 
in six months, for $1,000.00. The assets invested by him become the partnership 
property. It is agreed that each partner will share equally in the profits of the 
partnership from July i, but that the books will not be closed until the end of the 
business year. All the partners agree to the other conditions in the original Articles 
of Copartnership. 

Prepare (i) the entry for the assets invested by Robert MacFarland, and (2) 
show the changes that will be necessary in preparing new Articles of Copartnership, 

Second Division. December 31 the Statement of Profit and Loss prepared by 
the bookkeeper for the Central Garage shows the net profit for the year to be 
$2495.75. Make the genieral journal entry to credit each partner's Capital ac- 
count for his share of the profit, taking into consideration the agreement made 
with Robert MacFarland July i. The student may assume that this net profit 
stands as a credit to the Profit and Loss account, and that one half of the profit 
is applicable to the first half of the year and the remainder to the latter half. 

Exercise No. 58, Opening Entry, and Transfer of Net Profit 
to Partners* Capital and Personal Accounts. 

First Division. H. W. Meyer owns and operates a gasoline station at 3275 Grand- 
view Avenue. James C. Dexter owns and operates a gasoline station at 716 Cooper 
Street of the same city. A. L. Burwell is a salesman for the Moore Oil and 
Refining Co. These three men agree to form a partnership for the purpose of 
continuing the operations of the two gasoline stations and establishing a new 
station at 4721 Poplar Street. The partnership is to continue for a period of 
two years from October i. The business is to be conducted under the name of 
"The Merchants Oil and Gas Co." The investment of each partner is as follows: 
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H. W. Meyer invests gasoline in stock, $216.50; oil in stock, $175.95; equip- 
ment, $1,600.00; notes receivable, $200.00; accounts receivable, $309.50; cash, 
$1,000.00; building, $2,500.00; lot, $1,500.00. He owes notes payable, $1,500.00; 
accounts payable, $375.50. 

James C. Dexter invests gasoline in stock, $1,459.20; oil in stock, $1,298.65; 
cash, $835.50; rent paid in advance, $200.00; accounts receivable, $1,630.25; and 
notes receivable, $984.40. He owes a note payable, $562.50. 

A. L. Burwell invests gasoline, $450.60; oil, $322.20; and cash $5»ooo.oo. 
He owes an account payable, $250.00. 

Mr. Meyer is to have charge of one oil station and supervise the buying; Mr. 
Dexter is to have charge of the other oil station and keep the books of account; 
Mr. Burwell is to have charge of the new oil station and supervise the selling. 
Each partner is to receive a salary of $250.00 per month; profits are to be divided 
equally. Each partner agrees not to engage in any other line of business. 

The student is required to make the opening entry in the general journal, 
showing a synopsis of the Articles of Copartnership. 

Second Division. September 30 of the following year, the Statement of Profit 
and Loss shows a profit of $6,387.68. It is agreed that each partner's Capital account 
shall be credited with $1,500.00 of this profit and each partner's Personal account 
credited with the remainder of his share of the profit. The amount credited to 
the Personal accounts may be withdrawn within ninety days, but not more than 
one-third is to be withdrawn within any one month. 

The student is required to show in journal form the entry necessary to transfer 
the net profit from the Profit and Loss account to the Partners' Capital and Per- 
sonal accounts; also the entry October 31, when each partner withdraws one- 
third of the profit credited to his Personal account. 

QUESTIONS 

1. Explain the distinction between bookkeeping and accounting. 

2. Would you consider it advisable to enter into a partnership agreement with 

an individual who had an undesirable reputation? Why? 

3. Name three local business concerns which are conducted as partnerships. 

4. Name the essential elements of the Articles of Copartnership and state the 

reasons why the partnership agreement should be in writing. 

5. If one partner should sell the entire stock of goods for cash without the 

consent of the other partners, and deposit the cash in the bank in the name 
of the partnership, could the other partners rescind the sale? 

6. If a partner whose capital account shows a balance of $9,600.00, sells his 

interest in the partnership to the other partners for $9,000.00 cash, what 
entry is required to record the transaction on the books of the partner- 
ship? 

7. Why does the Federal Government require each partnership and each partner 

to submit a separate income tax return? 

8. (a) Why is an account debited with each asset invested by a partner? (b) 

Why is the partner's Capital account credited? 

9. Why is it advisable to keep two accounts with each partner? 

10. If a note invested by one of the partners proves worthless, what account 
should be debited? If the partner had guaranteed payment, would this 
change the account debited? 



Chapter XIV 

ACCOUNTS WITH FIXED ASSETS 

The Purpose of this Chapter is to explain the accounts necessary to record 
the value of the various fixed assets usually needed in connection with the opera- 
tions of a mercantile business, and also to show the method of recording the depreci- 
ation on each group. It is necessary to have a separate account with each group of 
fixed assets because the loss resulting from the use of these assets aflfects different 
operating costs. 

§ 126. Fixed Assets consist of property purchased for use in the business 
which will not be entirely consumed by its use (§ 99). This property may be the 
building in which the business is operated, fixtures in connection therewith, auto- 
mobile trucks or horses and wagons for delivering goods, store fixtures, etc. The 
nature and use of a fixed asset will determine the account in which its value 
should be recorded. The accounts necessary to record the fixed assets usually 
owned by a mercantile business are Office Equipment, Store Fixtures, Delivery 
Equipment, Buildings, and Land. 

It is necessary to keep two accounts with each group of fixed assets, one to 
show the cost of the assets and the other to show the decrease in value on account 
of use, and lapse of time. The debit side of a fixed asset account should show cost 
and the credit side cost so that the balance will show cost (§ 99). If any other 
value than cost is recorded on the credit side of a fixed asset account, the balance 
will mean nothing to the management when adjusting fire losses or determining 
the amount of decrease in the value of the property. The necessity for keeping 
two accounts with each group of assets requires an explanation of depreciation. 

^ § 127. Depreciation refers to the decrease in the value of fixed assets through 
their use in connection with the operation of the business and the lapse of time. 
A typewriter purchased for $100.00 on January i and used throughout the year 
will not be worth $100.00 at the end of the year. An automobile truck purchased 
for $2,000.00 on January i and used throughout the year for delivering merchandise 
will not be worth $2,000.00 at the end of the year. A building purchased for 
$5,000.00 on January i and used as a home for the business throughout the year 
will not be worth $5,000.00 at the close of the year. 

The decrease in the value of fixed assets depends largely on the nature of the 
asset. A safe will not depreciate so rapidly as a typewriter; an automobile truck 
will depreciate more rapidly than scales or fixtures used in the storeroom ; a frame 
building will depreciate more rapidly than a brick or concrete building. The 
purpose of the discussion here is not to consider the various methods of arriving 
at the depreciation of fixed assets but to show the student the reason for deprecia- 
tion so that he may see the necessity for taking care of it through a record in the 
proper accounts. 

The amount of the yearly decrease in the value of fixed assets due to depre- 
ciation is usually based on a percentage of the cost of the fixed asset. If it is 
estimated that a fixed asset can be used for a period of ten years, the amount of the 
depreciation each year would be ten per cent of the cost. If it is estimated that 
the fixed asset can be used for twenty years, the depreciation each year would be 
five per cent of the cost. This percentage is calculated on the cost price and not 
on the present value ; this is one reason for showing cost value in the account with 
each group of fixed assets. 

147 
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In all cases the amount of depreciation recorded will be based on estimate 
only. There is no means of knowing the exact amount of the depreciation. How- 
ever, the policy should be to depreciate the fixed assets so that the difference be- 
tween the account which shows the cost value of the asset and the account which 
shows the estimated depreciation will show the approximate present value of the 
property. If furniture and fixtures which cost $4,000.00 are destroyed by fire, the 
adjustment will be made on the present value of these fixtures. If the account 
with Furniture and Fixtures shows the cost value $4,000.00 and the account with 
depreciation shows the estimated decrease $1,000.00, the insurance adjuster will 
have a basis (present value $3,000.00) on which to adjust the fire loss. 

The reserve for depreciation of a group of fixed assets is usually recorded in 
an account with the same title as that which shows the cost value of the asset, pre- 
ceded by ''Reserve for Depreciation of." "Reserve for Depreciation of Office Equip)- 
ment" used as the title of an account indicates that the account shows the depreci- 
ation on equipment purchased for use in the office. 

Depreciation is an operating cost and the amount is recorded on the debit side of an expense 
account at the same time it is recorded on the credit side of the Reserve for Depreciation account. 
The nature and use of the fixed asset will determine the expense accounts affected; this is explained 
further in Chapter XVI. 

OFFICE EQUIPMENT ACCOUNT 

§ 128. The Purpose of this Account is to show the cost of the property 
purchased for use in the office, which includes desks, chairs, typewriters, safes, 
files, bookcases, tables, etc. 

Debit the Office Equipment Account: Credit the Office Equipment Account: 

If I. For the invested value of office 1[ 2. For the cost value of office equip- 
equipment on hand at the ment sold, exchanged, stolen, 

beginning of the business, and destroyed, or discarded, 

for the cost value of office 
equipment purchased. 

H 3. The Balance of the Office Equipment Account shows the cost value of 
the office equipment owned by the business. It is shown as a fixed asset on the 
Balance Sheet (Illustration No. 92). 

RESERVE FOR DEPRECIATION OF OFFICE EQUIPMENT ACCOUNT 

§ 129. The Purpose of this Account is to show the estimated amount of 
depreciation on office equipment. This depreciation is usually five or ten per cent 
of the cost of office equipment, depending on the nature of the equipment; it is 
quite evident that a typewriter will depreciate more rapidly than a safe or a desk. 

Debit the Reserve for Depreciation Credit the Reserve for Depreciation 

of Office Equipment Account: of Office Equipment Account: 

H I. For the cost value of office equip- % 3. At the close of each fiscal period, 

ment discarded or destroyed.* for the estimated amount of 

H 2. For the depreciation applicable depreciation on account of the 

to office equipment sold or use of office equipment during 

exchanged. the period. 

H 4. The Balance of the Reserve for Depreciation of Office Equipment Account 
shows the reserve set aside for the depreciation of office equipment, the cost value 
of which is debited to the Office Equipment account. The cost value of office 

• •It is assumed that the reserve for depreciation on the equipment discarded or destroyed ap- 
proximately ecjuals its cost value; if this is not the case, the debit to the reserve account will be 
for the depreciation only, the balance being debited to a non-operating expense account with an 
appropriate title. 
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equipment (balance of the Office Equipment account) is shown as a fixed asset on 

the Balance Sheet and the depreciation (balance of the Reserve for Depreciation 

of Office Equipment account) is shown as a deduction from this amount (111. No. 

92). 

The reserve account should always show a credit balance. If at any time the debits are approx- 
imately the same as the credits, it is evidence that an error is being made by setting up a reserve 
too small or by debiting this account with more than the depreciated value of ofhce equipment 
dtacarded, stolen, or destroyed. When errors of this kind occur, they are corrected by an entry 
in the general Journal to record the additional depreciation or to adjust the amounts debited to 
the account. The entry to record the additional depreciation affects the same accounts as the entry 
required to record the depreciation at the end of the fiscal period; the entry to adjust the debits 
transfers the amount adjusted to an expense account or to a special loss account. 

If 5. Entry to Record Depreciation of Office Equipment. At the close of each 
fiscal period an entry is made in the general journal to record the estimated depre- 
ciation of office equipment. The Administrative Expense account is debited and 
the Reserve for Depreciation of Office Equipment account credited. If the cost 
o^ office equipment owned by the business, as shown by the balance of the Office 
Equipment account, is $500.00, and the estimated depreciation is five per cent, 
the entry in journal form will appear as in the illustration below. 
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The use of the office equipment will determine the expense account to be debited for the depre- 
dation. Unless there are a number of departments in the ofiice, the depreciation may be regarded 
as an administrative cost (Chapter XVI). 

STORE FIXTURES ACCOUNT 

§ 130. The Purpose of this Account is to show the cost of property pur- 
chased for use in the storeroom, which includes shelving, show cases, scales, trucks, 
etc. The nature of this account is the same as that of the Office Equipment account 
and the various debits and credits are similar. If desired, the cost of office equip- 
ment and store fixtures may be recorded in one account under the caption **Office 
Furniture and Store Fixtures" or "Furniture and Fixtures" (§ 100). 

Debit the Store Fixtures Account: Credit the Store Fixtures Account: 

% I. For the invested value of store If 2. For the cost value of store fix- 
fixtures on hand at the begin- tures sold; exchanged, stolen, 
ning of the business, and for destroyed, or discarded, 
the cost value of store fixtures 
purchased. 

1 3. The Balance of the Store Fixtures Account shows the cost value of the 
store fixtures owned by the business. It is shown as a fixed asset on the Balance 
Sheet (Illustration No. 92). 

RESERVE FOR DEPRECIATION OF STORE FIXTURES ACCOUNT 

§ 131. The Purpose of this Account is to show the net amount of the 
reserve set aside to take care of the estimated depreciation of store fixtures. This 
depreciation is usually from three to ten per cent of the cost of the fixtures, depend- 
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ing on the nature of the property. The debits and credits are the same as those 
given in § 129 except that they apply to store fixtures. The balance of the Reserve 
for Depreciation of Store Fixtures. account shows the net amount of the reserve 
set aside for the depreciation of the store fixtures. The cost value of store fixtures 
(balance of the Store Fixtures account) is shown as a fixed asset on the Balance 
Sheet and the depreciation (balance of the Reserve for Depreciation of Store 
Fixtures account) is shown as a deduction from this amount (111. No. 92). 

If I. Entry to Record Depreciation of Store Fixtures. At the close of each 
fiscal period an entry is made in the general journal to record the estimated depre- 
ciation of store fixtures. The Selling Expense account is debited and the Reserve 
for Depreciation of Store Fixtures account credited. If the cost of store fixtures 
owned by the business, as shown by balance of the Store Fixtures account, is 
$600.00, and the estimated depreciation is four per cent, the entry in journal form 
will appear as in the illustration below. 




II 

The use of store fixtures will determine the operating account affected by the depreciation. 
Unless there are a number of departments in which the store fixtures are used, their decrease in value 
on account of depreciation may be regarded as a selling cost (Chapter XVI). 

DELIVERY EQUIPMENT ACCOUNT 

§ 132. The Purpose of this Account is to show the cost of property pur- 
chased for use in delivering merchandise sold, which includes teams, wagons, 
harness, automobiles, or any other conveyances used by the business in delivering 
merchandise to customers. The nature of the account is the same as that of the 
Office Equipment account, and the various debits and credits are similar. 

Dehit the Delivery Equipment Account: Credit the Delivery Equipment Account: 

\ I. For the invested value of deliv- \ 2. For the cost value of delivery 

ery equipment on hand at the equipment sold, exchanged, 

beginning of the business, and stolen, destroyed, or discarded, 

for the cost value of delivery 
equipment purchased. 

\ 3. The Balance of the Delivery Equipment Account shows the cost value 
of the delivery equipment owned by the business. It is shown as a fixed asset on 
the Balance Sheet (Illustration No. 92). 

RESERVE FOR DEPRECIATION OF DELIVERY EQUIPMENT ACCOUNT 

§ 133. The Purpose of this Account is to show the net amount of the 
reserve set aside to take care of the depreciation of delivery equipment. This 
depreciation is usually from ten to twenty per cent of the cost of delivery equip- 
ment, depending on the nature of the equipment. The debits and credits are the 
same as those given in § 129 except that they apply to delivery equipment. The 
balance of the Reserve for Depreciation of Delivery Equipment account shows the 
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net amount of the reserve set aside for the depreciation of delivery equipment. 
The cost value of delivery equipment (balance of the Delivery Equipment account) 
is shown as a fixed asset on the Balance Sheet and the depreciation (balance of the 
Reserve for Depreciation of Delivery Equipment account) is shown as a deduction 
from this amount (Illustration No. 92). 

If I. Entry to Record Depreciation of Delivery Equipment. At the close of 
each fiscal period an entry is made in the general journal to record the estimated 
depreciation of delivery equipment. The Selling Expense account is debited 
and the Reserve for Depreciation of Delivery Equipment account credited. If 
the cost of the delivery equipment owned by the business, as shown by the balance 
of the Delivery Equipment account, is $1,850.00 and the estimated depreciation 
is ten per cent, the entry in the journal form will appear as in the illustration below. 
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If the cost of delivering merchandise sold to customers is recorded in a special account with 
Delivery Expense (Chapter XVI), this account would be debited for the depreciation. 

LAND ACCOUNT 

§ 134. The Purpose of this Account is to show the cost of land owned by 
the business, on which is located the buildings in which the business is conducted 
or on which buildings are to be constructed. When real estate is purchased, a 
separate value should be placed on the land and the buildings. 

Debit the Land Account: Credit the Land Account: 

If I. For the invested value of the If 2. For the cost of any part or all of 

land owned by the business the land sold, 

at the beginning of the busi- 
ness, and for the cost of land 
purchased during the oper- 
ations of the business. 

f 3. The Balance of the Land Account shows the cost value of the land owned 
by the business, on which the home of the business is located or on which buildings 
will be constructed for use in connection with the operations of the business. It 
is shown on the Balance Sheet as one of the fixed assets of the business (111. No. 92). 

The cost of land purchased by the business includes the purchase price of the land plus the 
cost of securing the title. Improvements of a permanent nature, such as sidewalks, grading, streets, 
etc., should be regarded as part of the cost of the land and debited to the Land account. Taxes and 
expenses in connection with the upkeep of the land are not a part of its cost, and should be recorded 
in an account which shows operating expense. If an account is kept with Building Expense, the 
taxes and cost of the upkeep of the land may be debited to this account. No depreciation account 
is necessary in connection with land because land does not depreciate on account of use. 

BUILDINGS ACCOUNT 

§ 135. The Purpose of this Account is to show the cost of the buildings 
owned by the business as a home. In the larger cities buildings are sometimes 
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owned as a home for the business without the business holding title to the land, 
but as a rule, the buildings and land are both owned by the business. 

Debit the Buildings Account: Credit the Buildings Account: 

If I. For the invested value of build- ^ 2. For the cost price of buildings 

ings owned at the beginning sold, razed, or destroyed, 

of the business, for the cost 
of buildings erected on land 
owned by the business, and 
for permanent improvements 
which add to the value of the 
buildings. 

H 3- The Balance of the Buildings Account shows the cost value of the build- 
ing or buildings used as a home for the business. It is shown on the Balance 
Sheet as one of the fixed assets (Illustration No. 92). 

The cost of maintainine the building is one of the operating costs of the business and should 
be recorded in an account which shows operating cost. The cost of maintaining the buildings in- 
cludes repairs and the other expense incident to keeping the building in first-class condition. Repairs 
of such a nature that they increase the value of the building should be regarded as a part of the cost 
of the building and debited to the Buildings account. The replacing of a shingle root with the same 
kind of material would be one of the expenses incident to keeping the building in good order; the 
replacing of the shingle roof with a slate or tile roof would increase the value of the building, hence 
should be regarded as an increase in the amount of capital invested in the asset. 

RESERVE FOR DEPRECIATION OF BUILDINGS ACCOUNT 

§ 136. The Purpose of this Account is to show the net amount of the 
reserve set aside to take care of the depreciation of buildings. The yearly de- 
preciation is usually from two to five per cent of the cost of the buildings, depending 
on the nature of the construction. The debits and credits are the same as those 
given in § 129, except that they apply to buildings. The, balance of the Reserve 
for Depreciation of Buildings account shows the net amount of the reserve set 
aside for the depreciation of buildings. The cost value of buildings (balance of 
the Buildings account) is shown as a fixed asset on the Balance Sheet and the 
depreciation (balance of the Reserve for Depreciation of Buildings account) is 
shown as a deduction from this amount (Illustration No. 92). 

If I. Entry to Record Depreciation of Buildings. At the close of each fiscal 
period an entry is made in the general journal to record the estimated depreciation 
of buildings. The Administrative Expense account is debited and the Reserve 
for Depreciation of Buildings account credited; if an account with Building Ex- 
pense (§ 156) is maintained, this account is debited instead of Administrative 
Expense. If the cost of the buildings owned by the business, as shown by the 
balance of the Buildings account, is $5,000.00, and the estimated depreciation is 
one per cent, the entry in journal form will appear as in the illustration below. 
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The use of the building will determine the operating expense account affected by the depre- 
dation. Unless a number of departments are maintained, the depreciation may be regarded as 
a rent cost, hence a debit to Administrative Expense. 
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Exercise No. 59, Recording Transactions with Fixed Assets 

and Depreciation. 

A truck was purchased January i, 1919, for $2,000.00 cash. At the close of 
each year, fifteen per cent was allowed for the depreciation during the year. What 
is the book value of the truck December 31, 192 1? Show (a) the entry in journal 
form required to record the purchase of the truck, (b) the entry required at the 
close of each year to record the estimated depreciation, and (c) the posting of 
these entries to the proper accounts; also show (d) the entry in journal form 
required to record the purchase of a new truck January 10, 1922, for $3,000.00, 
cash $1,900.00, exchange value of the old truck, $1,100.00, and (e) the posting of 
this entry to the ledger accounts. 

Exercise No. 60, Recording Transactions with Fixed Assets, 

Depreciation and Fire Loss. 

The following office equipment was purchased January i, 1917: safe, $200.00, 
bookkeeper's desk, $75.00; stool, $5.00; typewriter desk, $60.00; typewriter, 
$100.00; chair, $9.50; roller top desk, $90.00; chair, $12.50; filing cabinet, $65.00; 
adding machine, $350.00. The safe was purchased from the Hall Safe and Lock 
Co., terms one-half cash and one-half sixty-day note without interest. The add- 
ing machine was purchased from the Dal ton Adding Machine Co., for cash 
$250.00, and two notes for $50.00 each, due in six and twelve months without 
interest. Cash was paid for the desks, chairs, typewriter and filing cabinet. 

At the close of each year, up to and including December 31, 192 1, this equip- 
ment was depreciated as follows: desk, 5%; chairs, 10%; typewriter, I2j^%; 
adding machine, 10%; files, 5%; safe 4%. 

All equipment, except the safe, was damaged by fire Jan. 17, 1922. The insur- 
ance adjuster settled by paying fifty per cent of the book value Jan. i, 1922 and 
allowing the owner to retain the equipment. Jan. 22 the typewriter was exchanged 
for a new one, price $100.00, with an exchange allowance of $25.00, cash being 
paid for the difference. The adding machine was exchanged for a new one, price 
$350.00, with an allowance of $100.00 and cash paid for the difference. The desks, 
chairs, and files were sold to a junk dealer for $50.00. New desks, chairs and files 
were purchased January 23 for cash at the same price as the old ones. 

The student is required to show (a) the entry in journal form for the furniture 
when it was purchased, (b) the entry in journal form for the depreciation at the 
close of each year, and (c) the posting of these entries to the proper accounts; 
(d) the entry in journal form for the fire adjustment, and (e) the posting of this 
entry to the proper accounts; (f) the entry in journal form for the purchase of 
the new typewriter and adding machine, (g) the entry for the sale of the desks, 
chairs, and files, (h) the entry for the purchase of the new desks, chairs, and files, and 
(i) the posting of these entries to the proper accounts. 

When equipment is sold or exchanged, the actual depreciation only should be debited to the 
Reserve for Depreciation account. The difference between the present book value of the equipment 
(cost less depreciation) and its exchange or selling price is the amount of the loss on account of the 
fire and should be debited to an account with "Fire Loss." The amount received from the insurance 
adjuster reduces this loss, hence should be credited to the Fire Loss account. When these entries 
have been made and posted, the Office Equipment account will show the cost of office equipment 
owned by the business, the Reserve for Depreciation account will show the depreciation on the safe, 
and the Fire Loss account will show the net loss on account of the fire. (See note at the bottom of 
page 148.) 

Exercise No. 61, Recording Transactions with Fixed Assets and 
Depreciation, Adjustment of Fire Loss, and Report to tlie Owner. 

The facts recorded in the ledger accounts on page 154 show the Office Equip- 
ment and Reserve for Depreciation of Office Equipment accounts on December 10, 
1922, at which time the equipment was partially destroyed by fire; the books of 
account, which were in the safe, were not damaged. On December 15 the msur- 
ance company settled by paying cash for sixty per cent of the book value of the 
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equipment at the time of the fire and allowing the owner to retain the fixtures. 
December i8, the owner sold the equipment to a junk dealer for $50.00. 

The student is required to show (a) the entries in journal form for the equip- 
ment when purchased, assuming that cash was paid for all equipment, except 
typewriter No. 2, at the time of purchase; the entry in journal form for the depre- 
ciation, December 31, 1921; (c) the entry in journal form for the exchange of 
typewriter No. i for typewriter No. 2, assuming that the exchange value of the 
former was $90.00 and that cash was paid for the difference; (d) the entry in 
journal form for the adjustment of the insurance company assuming that 5% 
depreciation is allowed from January i, 1922, to the date of the fire; (e) the entry 
in journal form for the sale of the equipment; (f) a statement to the owner show- 
ing his loss on office equipment on account of the fire. 

The student will observe that the equipment is described in the explanation column of the 
ledger account. When typewriter No. i is exchanged, the new typewriter is shown as No. 2 instead 
of No. I. Equipment should alwavs be numbered when purchased and the number attached to it 
by tag or tack; it should be known by this number through the description in the explanation column 
of the account or in a special inventory book. 
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QUESTIONS 

Why is it necessary to have two accounts with each group of fixed assets? 
What amount will the insurance adjuster use as a basis for adjusting a fire 

loss on a truck, cost $4,000.00, reserve for depreciation $1,500.00? 
Why should the cost value of delivery equipment be recorded in an account 

separate from that in which the cost value of office equipment is shown? 
Under what conditions would the depreciation on buildings be regarded as 

a selling expense? 
Why is it necessary to show the cost value of buildings in one account and 

the cost value of land in another? 
Under what conditions would the depreciation on office equipment be regarded 

as a buying expense? 
Why does the Federal Government limit the amount of depreciation? 
Would the percentage of depreciation on a brick building be greater or less 

than that on a frame building? Why? 
When is the cost of repairs on a building debited (a) to the Building account? 

(b) to Administrative Expenoe? (c) to Building Expense? 
Under what conditions might a Reserve for Depreciation account show a 

debit balance? 
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Chapter XV 

OPERATING AND NON-OPERATING INCOME 

The Purpose of this Chapter is to explain the accounts needed to record the 
principal income and the special income of the business during the fiscal period ; an 
income to a business is the profit made through the operations of the business. The 
owner should know the amount of the principal income separate from special in- 
come in order that he may better control future operations of his business. 

§ 137. Every Business is organized for the specific purpose of making a 
profit. This profit may result (a) from the purchase and sale of merchandise, (b) 
from the manufacture and sale of merchandise, or (c) from the sale of services. 
The profit resulting from the sale of merchandise or services is usually referred to 
as the operating income of the business. Other profits which result from the oper- 
ation of the business are usually referred to as non-operating income. Non-operating 
income includes interest earned, discount on merchandise purchased, profit on 
sales of real estate, and other profits of this nature which may or may not occur 
during each fiscal period. 

The operating income of a mercantile business is the profit resulting from selling merchandise; 
a newspaper publishing business, the sale of advertising and subscriptions; a street railway, the 
sale of transportation; a telephone company, the sale of telephone service. The non-operating 
income in all of these businesses may be the same; that is, the merchant, the publisher, the street 
railway, and the telephone company may each earn interest on notes, make a profit through dis- 
counting its bills, or sell at a profit real estate purchased for use in the business. The owner of the 
business will base the future operations of his business on the operating income because this will 
occur in each fiscal period, while non-operating income may occur only occasionally. 

§ 138. Accounts with Merchandise. The operating income of a mercan- 
tile business results from the sale of merchandise which has been purchased for 
sale. As explained in §§ 17 and 18, the cost of merchandise purchased may be 
recorded in one account with Purchases, and the sales of this merchandise in one 
account with Sales. When this plan is followed, the Purchases account is debited 
with the invoice, freight and drayage cost, and credited with returns and allowances; 
the Sales account is credited with the sales, and debited with returns and allow- 
ances. Where the operations of the business are not extensive, the information 
obtained from the Purchases and Sales accounts will be all that the owner needs; 
but where the amounts involved in connection with freight costs, returns, and 
allowances are large, he will want to know the amount of each item separate from 
the invoice cost of merchandise and the returns from sales. When this informa- 
tion is needed, the invoice cost is recorded in the Purchases account, sales in 
the Sales account, the freight and drayage cost in a separate account, and returns 
and allowances both on account of purchases and sales each in separate accounts. 

The discussion of accounts with Purchases, Freight In, Purchases Returns, 
Purchases Allowances, Inventory, Sales, Sales Returns, and Sales Allowances, 
which follows, relates to the merchandise accounts necessary to give the manage- 
ment detailed information in regard to the cost of the merchandise sold and the 
returns from sales. 

If desired, one account may be kept with Merchandise which will show all the facts relating 
to its purchase and sale. However, if this is done, it causes returned sales to be recorded as if they 
were purchases and returned purchases to be recorded as if they were sales, which is incorrect. It 
also requires the cost price to appear on the debit side and the sale price on the credit side of the 
same account, which is contrary to the accounting principle that equal values should appear on 
each side of the same account, as in Cash and in Accounts Receivable. 

155 



156 OPERATING INCOME ACCOUNTS 

PURCHASES ACCOUNT 

§ 139. The Purpose of this Account is to show the net invoice cost of 
merchandise purchased. When the account is kept for this purpose, returns, allow- 
ances, and freight and drayage cost are recorded in separate accounts. The owner 
of the business needs to know the invoice cost of the merchandise purchased in 
order to compare the purchases of the current period with those of preceding 
f)ericxls, and for use as a guide in making future purchases. 

Debit the Purchases Account: Credit the Purchases Account: 

If I. For the invoice cost of mer- 1[ 2. For adjustments which reduce 

chandise purchased. the invoice cost of merchan- 

dise purchased as shown by 
the debit side. 

If 3. The Balance of the Purchases Account shows the net invoice cost of 
merchandise purchased during the fiscal period. It is shown on the Statement of 
Profit and Loss as one of the costs of the merchandise sold (111. No. 93). 

PURCHASES RETURNS ACCOUNT 

§ 140. The Purpose of this Account is to show the net value of merchan- 
dise purchased and later returned to the concern from which it was purchased. 
It is quite evident that merchandise purchased would not be returned unless it 
were unsatisfactory; if the amount of the returns is unusually large, the manage- 
ment will know that it is advisable to place orders with other concerns which will 
deliver the grade and quality of goods desired. 

Debit the Purchases Returns Account: Credit the Purchases Returns Account: 

If I. For any adjustments which re- If 2. For the invoice cost of mer- 

duce the amount of mer- chandise returned to the seller 

chandise returned as shown by by the business, 
the credit side. 

% 3. The Balance of the Purchases Returns Account shows the net amount 
of purchases returned to the seller. It is shown on the Statement of Profit and 
Loss as a deduction from the net invoice cost of purchases (balance of the Pur- 
chases account) to ascertain the net purchases (Illustration No. 93.) 

PURCHASES ALLOWANCES ACCOUNT 

§ 14L The Purpose of this Account is to show the net amount of allow- 
ances granted to the business on account of merchandise purchased being received 
in damaged condition or not according to sample. If the amount is unusually 
large, it is quite evident that it will not be good policy for the business to continue 
to buy merchandise from those who must be continually making allowances be- 
cause the merchandise is carelessly packed or otherwise not according to specifi- 
cations. If desired, purchases allowances may be combined with purchases returns 
and recorded in an account with Purchases Returns and Allowances because they 
are both deductions from the invoice cost. 

Debit the Purchases A llowances A ccount: Credit the Purchases A llowances A ccount: 

^ I. For any adjustments which re- If 2. For the amount of allowances 
duce the amount of allow- granted to the business by its 

ances granted to the business creditors, 

as shown by the credit side. 

If 3. The Balance of the Purchases Allowances Account shows the net amount 
of allowances granted to the business by the seller on account of merchandise 
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purchased being unsatisfactory. It is shown on the Statement of Profit and Loss 
as a deduction from the net invoice cost of purchases (balance of the Purchases 
account) to ascertain the net purchases (Illustration No. 93). 



FREIGHT IN ACCOUNT 

§ 142. The Purpose of this Account is to show the freight, drayage, ex- 
press, and postage cost of merchandise purchased. The word "in" is used in con- 
nection with the title of this account to distinguish the account from that which 
shows the record of freight and drayage on merchandise sold, usually designated as 
"Freight Out.** Freight and drayage on merchandise purchased are part of the 
purchase cost of the merchandise, while freight and drayage on merchandise sold 
are part of the selling cost; hence the necessity for recording the two classes of 
freight and drayage in separate accounts. 

Debit the Freight In Account: Credit the Freight In Account: 

1[ I. For transportation (freight, ex- If 2. For any adjustments which re- 
press, and postage) cost and duce the transportation and 
drayage cost on merchandise drayage cost as shown by the 
purchased. debit side. 

^ 3. The Balance of the Freight In Account shows the transportation and 
drayage cost of merchandise purchased; the drayage cost may be shown in a 
separate account if desired. The balance of this account is shown on the State- 
ment of Profit and Loss as a part of the cost of the merchandise purchased. (Il- 
lustration No. 93.) 



INVENTORY ACCOUNT 

§ 143. The Purpose of this Account, as explained in § 55, is to show the 
value of the merchandise inventory at the close of a fiscal period. Cost value in- 
cludes the invoice and transportation cost; it is customary to include these two 
costs as one amount in making the extensions on the inventory sheet. The value 
of this merchandise may be transferred to the Purchases account at the beginning 
of the next fiscal period, or it may be allowed to remain in the Inventory account 
throughout the period and closed into Purchases at the close of that period. 

Debit the Inventory Account: Credit the Inventory Account: 

If I. At the close of the fiscal period, 1[ 2. At the beginning of the next 

with the value of the mer- fiscal period or at its close, for 

chandise in stock as shown by the value of the merchandise 

the inventory made at that in stock as shown by the 

time. debit entry. 

1[ 3. The Balance of the Inventory Account, The value of the merchandise 
in stock at the beginning of a current fiscal period will be shown recorded either 
in the Inventory account or in the Purchases account depending on when the 
entry mentioned in ^f 2 is made; this value is shown as an addition to the cost 
of purchases on the Statement of Profit and Loss (Illustration J^o. 93). The 
value of merchandise on hand at the close of a current fiscal period will appear oh 
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the debit side of the Inventory account; it is shown as a current asset on the 
Balance Sheet (Illustration No. 92) and as a deduction from the net cost of mer- 
chandise purchased on the Statement of Profit and Loss (Illustration No. 93). 

If desired, the value of merchandise on hand at the close of the fiscal period may be recorded 
in an Inventory account with the year written after the name of the account, in which case the 
amount would remain in the Inventory account until the close of the next fiscal period and the 
inventory at the close of the next fiscal period would be recorded in an Inventory account under 
the year. This may be illustrated as follows: Davis Bros, began business January i, 1920. De- 
cember 31, 1920, the merchandise inventory was $5,651.75; this was recorded in an account with 
"Inventory 1920" and was allowed to remain in this throughout the year 1921. December 31, 1921, 
the inventory was $6,278.85. This was recorded in an account with "Inventory 192 1." After the 
ledger was closed December 31, 192 1, the "Inventory 1920" account was in balance and the value 
of merchandise in stock December 31, 192 1 was shown throughout the year 1922 in the "Inventory 
1 921" account. 

SALES ACCOUNT 

§ 144. The Purpose of this Account is to show the gross returns from the 
sales of merchandise; when the account is kept for this purpose, the returns and 
allowances are recorded in separate accounts. As explained in § 18, the account 
may show the net returns from sales, in which case returns and allowances are 
recorded in the Sales account and not in separate accounts. 

Debit the Sales Account: Credit the Sales Account: 

^ I. For the amount of errors which ^ 2. For the selling price of mer- 

reduce the returns from mer- chandise sold, 

chandise sold as shown by the 
credit side. 

^ 3 The Balance of the Sales Account shows the gross sales during the fiscal 
period. It is shown on the Statement of Profit and Loss as "Gross Sales" under 
the caption ** Returns from Sales" (Illustration No. 93). 

SALES RETURNS ACCOUNT 

§ 145. The Purpose of this Account is to show the net value of merchan- 
dise sold and later returned by the one to whom it was sold. If the amount is un- 
usually large, the management will know that the merchandise it offers for sale is 
not giving satisfaction to customers and can take proper steps to remedy this con- 
dition. 

Debit the Sales Returns Account: Credit the Sales Returns Account: 

1[ I. For the selling price of mer- If 2. For any adjustments which re- 

chandise returned to the busi- duce the value of merchandise 

ness by customers. returned as shown by the debit 

side. 

^ 3. The Balance of the Sales Returns Account shows the net amount of sales 
returned by customers. It is shown on the Statement of Profit and Loss (Illus- 
tration No. 93) as a deduction from the gross returns from sales (balance of the 
Sales Account). 

SALES ALLOWANCES ACCOUNT 

§ 146. The Purpose of this Account is to show the net amount of allow- 
ances granted by the business to its customers; these allowances are usually granted 
because the merchandise is not equal to the sample, or was received by the customer 
in bad condition because of imperfect manufacture or carelessness in packing. 
Sales allowances should be recorded separately from sales returns because these 
allowances are a loss, while merchandise returned is placed in stock for resale. 
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Debit the Scdes Allowances Account: Credit the Sales Allowances Account: 
1[ I. For the amount of allowances ^ 2. For any adjustments which re- 

granted by the business to its duce the amount of allow- 

customers. ances granted to customers as 

shown by the debit side. 

f 3. The Balance of the Sales Allowances Account shows the net amount of 
allowances granted to customers on account of merchandise sold being unsatis- 
factory. It is shown on the Statement of Profit and Loss (Illustration No. 93) as 
a deduction from the gross returns from sales (balance of the Sales account). 

§ 147. Merchandise Discount refers to the discount deducted from pur- 
chases and sales invoices as per terms. The discount deducted on purchases invoices 
is usually referred to as "purchases discount" or "discount on purchases"; the 
discount deducted from sales invoices is usually referred to as "sales discount" or 
"discount on sales." The purpose of merchandise discount is to encourage prompt 
payment. It is quite evident that the buyer will make an effort to pay for mer- 
chandise within the terms of discount because by so doing he can cancel an obli- 
gation with an asset of less value and thus make a profit. 

PURCHASES DISCOUNT ACCOUNT 

§ 148. The Purpose of this Account is to show the net amount of discount 
resulting from the payment of purchases invoices subject to discount within the 
terms of the discount as stated in the invoices. The discount is the difference 
between the amount of the check required to pay the purchases invoice and the 
net amount of the purchases invoice. 

Debit the Purchases Discount Account: Credit the Purchases Discount Account: 

If I. For adjustments which reduce 1[ 2. For the discount deducted on 

the amount of the purchases purchases when paid within 

discount as shown by the the terms of the invoices 

credit side of the account. either in full or in part. 

% 3. The Balance of the Purchases Discount Account shows the net amount 
of the discount deducted for prompt payment of purchases invoices during the 
time for which the record is kept. If the management regards purchases discount 
as a non-operating income, it is listed with the other income on the Statement of 
Profit and Loss (Illustration No. 93); if purchases discount is regarded as a deduc- 
tion from the cost of merchandise purchased, it is shown on the Statement of 
Profit and Loss as a deduction from the cost of purchases. It is usually deducted 
from the gross purchases in the preparation of the income tax return (Art. 1583, 
Treasury Reg. No. 62). 

NOTE — ^The purpose of the diacussion of purchases discount as given here is to show the 
debits and credits applicable to the account; these are the same whether purchases discount is 
regarded as a deduction from the cost of merchandise purchased or as a non-operating income. 
Since the statistical information gained from the facts shown by the Purchases Discount account 
is the same no matter how it is regarded, and since the net profit is the same, it is not deemed ad- 
visable to enter into a discussion as to whether it is better to regard it as a deduction from purchases 
cost or as a non-operating income. It is regarded as a non-operating income in the exercises in this 
text and in the practice sets, and as a deduction from gross purchases on the income tax return. 

INTEREST EARNED ACCOUNT 

§ 149. The Purpose of this Account, as explained in § 107, is to show the 
interest income to the business through the ^se of its money by others. This is 
regarded as a non-operating income because it is an income that may not occur 
in every fiscal period. 
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EXERCISES 



Credit the Interest Earned Accounts 
K 2. For interest income from ac- 
counts and notes receivable. 



Debit the Interest Earned Account: 
\ I. For any deductions which reduce 

the income from interest as 

shown by the credit side, 
K 3. The Balance of the Interest Earned Account shows the net returns from 
interest to the business. It is shown on the Statement of Profit and Loss as one 
of the non-operating incomes (Illustration No. 93). 



Exercise No. 62, Purchases and Purchases Discount. 

The student is required to show (a) the entry in journal form when the pur- 
chase in the invoice below was made; (b) the entry in journal form when the 
invoice was paid by the check below; and (c) the posting of these entries to the 
Purchases and Purchases Discount accounts. 




E/30, n/60 South-teotsrn PubHehlng Co. 

CIHCINNATI ^'^^ ^- 1*1^* St., 

6/ifl i9» Clnolnnatl, Ohio. 

■AecoBoti h be nWed Monthly 



ia fkrOtjir ^Irimwrf^OKdr 



Purchases Invoice Subject to Discount. 



BarXiin-Vtatem Publtaljing t^oaqftm^ 

JninniDnM 



Ko._91202_ 



Ci?fciN»wn,Oino. — Joiy-S _I02 — 

The ClDOlnnatl Cord ag* t Fapar Co. - -_^_- _r S_971.T6 



PftYSQ7TA?^D76CTS. 



toThe Fifth-Third National Bank ) 



OF Cincinnati. 



♦ i 



l^imlll-Vntttn )lnblW|lii9 tEn. 



Check In Payment of Purchases Invoice Less Discount. 



EXERCISES 
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Exercise No. 63, Recording Transactions with Purchases 

and Purchases Discount. 
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The student is required to show (a) the entries in journal form for the amounts 
recorded in the above ledger account; (b) the check stub filled out when the check 
was issued in payment of the invoice on the day it was due; (c) the entry in journal 
form to record the payment. 



Exercise No. 64, Recording Transactions with Capital, Purchases, 
Sales, Returns, Allowances, and Purchases Discount. 

Record in journal form the following transactions performed by Lewis & 
Statler, during the month of August: 



Aug. I. 



3. 



6. 



10. 



12. 



IS. 



17. 
19. 

20. 
22. 



S. A. Lewis and C. F. Statler formed a partnership, each investing 
$2,500.00 cash. 

Purchased from L. J. Kent Mfg. Co., Pittsfield, merchandise per pur- 
chases invoice dated today, terms 2% 10 days, $2,000.00. They pre- 
paid the freight on this shipment, $214.50, which was added to the 
amount of the purchase on the invoice. 

Cash sales to date per cash register, $43.40. 

Sold Holmes & Warder, Richmond, on account, merchandise per sales 
invoice rendered, $164.50. 

Received credit from the L. J. Kent Mfg. Co. for $35.00, value of mer- 
chandise returned. 

Paid the L. J. Kent Mfg. Co. $2,140.20 in full for purchases invoice 

received on the 1st, less discount on the purchase as per terms. 
Cash sales for the week per cash register, $175.11. 

Sold Holmes & Warder, Richmond, on account, merchandise per sales 
invoice rendered, $290.20. 

Purchased from the L. J. Kent Mfg. Co., Pittsfield, merchandise per 
purchases invoice dated August 13, terms 2% 10 days, $855.00. They 
prepaid the freight on this shipment, $70.50, which was added to the 
amount of the purchase on the invoice. 

Cash sales for the week per cash register, $198.20. 

■ 

Allowed Holmes & Warder credit for $16.50, value of merchandise* 
returned. 

Purchased merchandise for cash, $2,000.00. 

Received credit from the L. J. Kent Mfg. Co. for $13.80 because part 
of the merchandise delivered on the 15th was received in damaged 
condition. 

{Concluded on page 162.) 



162 QUESTIONS 

(Exercise No. 64 — Continued from page 161.) 

23. Paid the L. J. Kent Mfg. Co. for purchases invoice received on the 

15th, including the freight, less allowance of the 22d and discount 
on the purchase as per terms. 

24. Cash sales for the week per cash register, $341.19. 

26. Sold S. T. HoUowell, City, on account, merchandise per sales invoice 
rendered, $69.80. 

28. Allowed S. T. Hollowell credit for $5.00 because part of the merchandise 
sold him on the 26th was defective. 

31. Cash sales for the week per cash register, $437.60. 

When the above transactions have been recorded in the journal as instructed, 
open the necessary accounts on a sheet of ledger paper, allowing five lines for each 
account except Cash, L. J. Kent Mfg. Co., and Sales, each of which requires ten 
lines; post, and take a Trial Balance. 

QUESTIONS 

Why is it advisable for the bookkeeper to show operating income separate 
from non-operating income on the Statement of Profit and Loss? 

Name the operating income and one or more non-operating incomes of a 
business engaged in the manufacture of ice. 

Why and when is the balance of the Inventory account closed into the Pur- 
chases account? 

(a) What does the balance of the Sales Allowances account indicate to the 
management? (b) the balance of the Sales Returns account? 

(a) What does the balance of the Purchases Allowances account indicate to 
the management? (b) the balance of the Purchases Returns account? 

(a) What does the balance of the Freight In account show? (b) What does 
this mean to the management? (c) What does the balance of the Freight 
In account determine with regard to the location of the business? (d) 
Give an example. 

7. What is the purpose of merchandise discount? 

8. What does the failure of a customer to pay a sales invoice subject to a three 

per cent discount within the terms of the discount indicate to the owner 
of the business? 

9. Why is the discount deducted from purchases invoices an income to the business? 

10. (a) How will the amount of purchases discount be shown on the Statement 
of Profit and Loss if the management prefers to regard it as a non-operating 
income? (b) How will it be shown if the management prefers to regard it 
as a deduction from the cost of merchandise purchased? (c) What effect 
will each of these methods have on the net profit of the business? 



Chapter XVI 

OPERATING AND NON-OPERATING EXPENSE 

The Purpose of this Chapter is to explain the accounts necessary to record 
the expenses which are anticipated at the time the business is organized, and 'the 
accounts which are needed to record other expenses that may occur in the op)er- 
ations of the business. The owner of the business should know the cost of oper- 
ating the business separate from special costs in order to control better the future 
operations of the business. 

§ 150. Operating Expense. When a business is organized the owner or 
owners know that certain expenses will be incurred through its operations; these 
include the cost of rent, salaries, advertising, insurance, and taxes. Expenses of 
this nature are usually referred to as operating expenses because they are necessary 
in the operations of the business and will occur in every fiscal period. Operating 
expenses may be classified into three groups: (a) those applicable to the buying 
of merchandise or service which the business sells; (b) those which refer to the 
general administration of the business; and (c) those applicable to the selling of 
the merchandise or service which the business sells. 

BUYING EXPENSE ACCOUNT 

§ 151. The Purpose of this Account is to show the cost of purchasing 
merchandise. This includes the salaries of the buyer and his assistants, traveling 
expenses paid by the buyer, and any other expenses applicable to the purchase 
of merchandise. If an account is not kept with Buying Expense, the cost of 
buying merchandise is debited to the Administrative Expense account. 

Debit the Buying Expense Account: Credit the Buying Expense Account: 

IF I. For all expenses incurred in con- If 2. For any adjustments which re- 

nection with the purchase of duce the cost of purchasing 

merchandise. merchandise as shown by the 

debit side. 

1[ 3. The Balance of the Buying Expense Account shows the net cost of pur- 
chasing merchandise; it is shown on the Statement of Profit and Loss as one of 
the operating costs of the business. 

SELLING EXPENSE ACCOUNT 

§ 152. The Purpose of this Account is to show the cost of selling merchan- 
dise. This includes the salaries of the sales manager and his assistants, sales clerks, 
and traveling salesmen ; expenses of the sales manager, his assistants, and traveling 
salesmen in connection with making sales; advertising cost, insurance on merchan- 
dise and store fixtures, depreciation on store fixtures, and other selling costs of 
similar nature. The cost of delivering merchandise sold is a selling cost and is 
recorded in the Selling Expense account if an account is not kept with Delivery 
Expense. The owner needs to know the cost of selling goods because this cost 
should be a reasonable percentage of the sales. 
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Debit the Selling Expense Account: Credit the Selling Expense Account: 

1[ I. For all expenses directly incurred If 2. For any adjustments which re- 

in connection with the sales duce the cost of selling mer- 

of merchandise. chandise as shown by the 

debit side. 

% 3. The Balance of the Selling Expense Account shows the net cost of selling 
merchandise; it is shown on the Statement of Profit and Loss as one of the oper- 
ating costs of the business (Illustration No. 93). 

DELIVERY EXPENSE ACCOUNT 

§ 153. The Purpose of this Account is to show the cost of delivering 
merchandise sold; this includes the wages of drivers and chauffeurs, repairs on 
wagons or automobiles used in the delivery of merchandise, insurance and depre- 
ciation on delivery equipment, and any other costs applicable to the delivery of 
merchandise sold. Merchandise shipped by freight must be delivered to the rail- 
road or steamship company and the cost of this delivery is a part of the delivery 
expense the same as the delivery of merchandise direct to the customer. The cost 
of delivering merchandise sold is a part of the selling expense and may be recorded 
in the Selling Expense account. The owner needs to know the cost of delivering 
merchandise sold because this should be a reasonable percentage of the sales; 
another reason is that he may determine the most economical method of making 
delivery. 

Debit the Delivery Expense Account: Credit the Delivery Expense Account: 

% I. For all expenses directly incurred ^ 2. For any adjustments which re- 

in connection with the delivery duce the cost of delivering 

of merchandise. • merchandise as shown by the 

debit side. 

^ 3. The Balance of the Delivery Expense Account shows the net cost of 
delivering merchandise sold; it is shown on the Statement of Profit and Loss as 
one of the operating costs of the business (Illustration No. 93). 



LOSS ON DOUBTFUL ACCOUNTS ACCOUNT 

§ 154. The Purpose of this Account is to show the amount which it is 
estimated will be lost on account of uncollectible accounts receivable. This account 
is opened at the close of the fiscal period when the estimated amount is recorded, 
and is closed into the Profit and Loss account when the ledger is closed. It remains 
in balance during the fiscal period. 

Debit the Loss on Doubtful Accounts Credit the Loss on Doubtful Accounts 

Account: Account: 

^ I. For the amount of estimated Tf 2. For the amount shown on the 

loss on accounts receivable. debit side at the time the 

ledger is closed. 

^ 3. The Balance of the Loss on Doubtful Accounts Account shows the loss 
resulting from the reserve for doubtful accounts (§ 162, ^ 4). It is usually shown 
on the Statement of Profit and Loss as one of the selling expenses, because credit is 
extended through the sales department and this loss is the result of the extension 
of credit (Illustration No. 93). 
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ADMINISTRATIVE EXPENSE ACCOUNT 

§ 155. The Purpose of this Account is to show the cost of administration 
to the business. This includes the salaries of the manager and his assistants, 
salaries of bookkeepers, stenographers, and other office assistants, rent, heat, 
light, postage for use in the office, insurance and depreciation on office equipment, 
taxes, repairs, and other operating expenses which are not applicable to the cost of 
buying, selling, or delivery. If the business owns its own home, insurance, depre- 
ciation, taxes, and repairs on buildings are also shown in this account unless a 
separate account is kept with Building Expense, in which case these costs are 
debited to the Building Expense account (§ 156). The management needs to know 
the cost of administering the affairs of the business because this should be a reason- 
able percentage of the sales. 

Debit the Administrative Expense Acct,: Credit the Administrative Expense Acct.: 

If I. For all costs applicable to the If 2. For any adjustments which re- 

administration of the business. duce the cost of administering 

the affairs of the business as 
shown by the debit side. 

If 3. The Balance of the Administrative Expense Account shows the net cost 
of administration to the business; it is shown on the Statement of Profit and Loss 
as one of the operating costs of the business (Illustration No. 93). 



BUILDING EXPENSE ACCOUNT 

§ 156. The Purpose of this Account is to show the cost of maintaining 
the buildings owned by the business and occupied by it as a home. The cost of 
maintaining the buildings is one of the operating costs of the business of the same 
nature as rent. 

Debit the Building Expense Account: Credit the Building Expense Account: 

1 I. For amounts paid for maintain- ^ 3. For adjustments which reduce 

ing the buildings, such as the maintenance cost as shown 

painting, papering, reroofing by the debit side, 

with the same kind of mate- 
rial, reflooring with the same 
kind of material, etc. 

If 2. For insurance, taxes, and depre- 
ciation on the building. 

If 4. The Balance of the Building Expense Account shows the cost to the 
business of owning its own home; it is shown on the Statement of Profit and Loss 
as one of the operating costs of the business (Illustration No. 93). 

If an income is derived through the rent of any part of the building, the amounts received as 
rent may be credited to the Building Expense account or to a special account with Building Revenue. 
The use of the building will determine the expense account affected by the cost of maintaining it; 
unless a number of departments are maintained, the cost of owning its own home may be regarded 
by the business as an administrative cost. 

§ 157. Non-operating Expense. There are many .expenses in connection 
with the operations of the business which may occur in one fiscal period but not 
in another; these include interest cost, the discount deducted by customers for 
prompt remittance for sales invoices, attorneys' fees for special purposes, and many 
other miscellaneous expenses. Interest Cost and Sales Discount are the two non- 
operating expense accounts discussed at this time. 
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INTEREST COST ACCOUNT 

§ 158. The Purpose of this Account is to show the expenses incurred by 
the business through the premiums paid for the use of money, as explained in 
§ io6. Interest cost is one of the expenses of the business because it represents a 
service cost (for the use of money) the same as salaries and rent. 

Debit the Interest Cost Account: Credit the Interest Cost Account: 

^ I. For interest on accounts and ^ 2. For any adjustments which re- 

notes payable. duce the cost of interest shown 

by the debit side. 
1[ 3. The Balance of the Interest Cost Account shows the net cost of interest 
to the business; it is shown on the Statement of Profit and Loss as a non-operating 
expense (Illustration No. 93). 

SALES DISCOUNT ACCOUNT 

§ 159. The Purpose of this Account is to show the net amount of dis- 
count resulting from customers paying sales invoices within the terms of discount. 
When remittance is received from a customer within the terms of discount, the 
amount received will be less than the amount debited to his account because of 
the discount deducted. One asset (the customer's account) is canceled with an- 
other asset (cash), but, since the amount of the latter is less than the former, there 
is a cost to the business for this collection. This cost may be regarded as reducing 
the returns from sales or as a deduction from income in the same manner as pur- 
chases discount may be regarded as reducing the cost of merchandise purchases 
or as a profit resulting from the business paying its bills promptly.* 

Debit the Sales Discount Account: Credit the Sales Discount Account: 

If I. For the discount deducted on ^ 2. For any adjustments which re- 

sales when paid within the duce the amount of discount 

terms of the sales invoices. deducted by customers as 

shown by the debit side. 

\ 3. The Balance of the Sales Discount Account shows the net amount of 

discount deducted by customers for the prompt payment of sales invoices during 

the time for which the record is kept. If the management regards sales discounts 

as a non-operating expense, it is shown as such on the Statement of Profit and 

Loss (Illustration No. 93) ; if sales discount is regarded as a deduction from the 

returns from sales, it is deducted from the gross sales on the Statement of Profit 

and Loss. It is usually deducted from the gross sales in the preparation of the 

income tax return. (Office Decision 146. — ^Sec. 234 — Art. 561). 

*Sales discount is treated as a non-operating expense in the exercises in this text and the 
practice sets, and as a deduction from gross sales on the income tax return. 

Exercise No. 65, Sales and Sales Discount. 

The Excelsior Mfg. Co., Providence, completed the following transactions 
with the Boot Shop, a customer in Springfield, during the first six months of 1923: 
Jan. 10, sale No. 26421, terms 3/10, n/30, $276.50; Jan. 19, received check from 
the Boot Shop in full of sale of the loth; Mar. 6, sale No. 27491, terms 2/30, 
n/60, $279.60; Mar. 26, sale No. 27671, terms 4/10, n/60, $125.16; Apr. 5, re- 
ceived check from the Boot Shop in full of account; May 3, sale No. 30009, terms 
2/30, n/60, $198.65; May 18, sale No. 31117, terms i/io, n/30, $261,48; June 2, 
received check from the Boot Shop in full of account. 

The student is required to (a) make in journal form the entries required to 
record the transactions on the books of the Excelsior Mfg. Co., allowing discount 
when check was received within the discount period, (b) post, and (c) take a Trial 
Balance of balances. 
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Exercise No. 66» Recording Transactions with Sales and Sales Discount. 

Show (a) the entry in journal form when the sales invoice shown below was 
issued ; (b) the entry in journal form when the check shown below was received in 
payment for the invoice, less discount; and (c) the posting of these entries to the 
proper accounts. 






liaaon Book & Stationery Co., 
4179 Uain St. 
Berviok, Pa* 


9120 

June 14, 19E 




8/XO. n/30 


PP 4tli sone 





10 rma. 8}- z 11 Foomanship Fapor 
6 ** Balance Shoot Paper 


l.EO 1£ 00 

6.00 E5 00 £7 00 

PoBtaffo 80 

£7 80 



Carbon Copy of Sales Invoice Subject to Discount. 




BeRWIGK.E^. J ^<> gQ 19 No.JL8?_ 

eo nsTHE BeRWICK^ATIOK4L BaNK^o tis 

Kfflr TO S0ttth"WeBtern PnbliBhin^ Co, OR ORDmi $ £7.£6 



Twenty^ eeTen and £6/l00 



D01XAR6 



SAn ocposrr mxes 

rORRCMT 



H^OK B00£ AND STATIOBERT CO. 
por ??^ P?^. ??^a.^..^O'?n^ 



Check in Payment of Sales Invoice Less Discount. 



Exercise No. 67, Recording Transactions with Expense. 

Record direct in the accounts discussed in this chapter, the following transac- 
tions, performed by A. R. Pendleton & Co., wholesale merchants: 

July I. Paid rent, $250.00. (§ 155.) 

2. Gave A. R. Pendleton a check for $48.50, expenses on a buying trip, 
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8. Gave Waite & McBride a check in payment for our note No. ii due 

today, and $3.25 interest on the same. 

9. Paid $2.25 express on shipment to an out-of-town customer, our agree- 

ment being to deliver the merchandise without extra charge. 

11. Paid for the following services: telephone, $12.50; lighting, $18.30; 

repairs on delivery truck, $12.75. 

12. Payroll: office, $280.00; store, $600.00; drivers, $150.00. 

15. Paid the City Ice Co. $6.00, ice for water-cooler. 

16. Bought ink, carbon paper and rubber stamps for use in the office, $10.00. 

18. Received a cashier's check froni the Merchants National Bank in pay- 

ment for note left for collection, less 50c collection charges. (§ 155.) 

19. Paid $3.50 for installing plate glass store window. 

21. Returned a part of the office supplies purchased on the i6th and re- 

ceived credit for $1.50. 

22. Paid the Times-Star $695.60 for advertising space. 

25. Gave A. R. Pendleton a check for $21.75, expenses on a selling trip. 

26. Payroll: office, $280.00; store, $600.00; drivers, $150.00. 

28. Received a check from B. M. Lardner in full of account, less $6.38 

discount. 

29. Gave Harris Bros, our note in full of account; the face of this note 

included $5.15 interest. 

31. Monthly payroll: purchasing agent, $150.00; traveling salesmen, 
$750.00; general manager, $300.00; advertising agent, $150.00. 
At the close of the fiscal period, the estimated depreciation is as follows: 
office equipment, $100.00; store fixtures, $225.00; delivery equip- 
ment, $450.00; The estimated loss on uncollectible accounts re- 
ceivable is $135.60. 



QUESTIONS 

1. (a) Why does the business man need to know the cost of buying goods? 

(b) Would you consider it advisable to include the cost of buying as a part 
of the cost of merchandise purchased? (c) Why? 

2. Why is it necessary to record the cost of hauling merchandise purchased 

from the station to the store separate from the cost of hauling merchandise 
sold from the store to the customer? 

3. If the business owns its own home, will the balance of the Building Expense 

account be considered as the total cost of rent or will interest on the invest- 
ment in the building be added? 

4. Why are expenses classified as "operating** and "non-operating?" 

, 5. Why do merchants deliver to their customers the merchandise sold? 

6. Why is the delivery cost a part of the selling cost? 

7. Under what conditions would it be advisable to record the cost of advertising 

separate from the selling cost? 

8. Why is interest paid for the use of money an expense to the business? 

9. (a) What are the two methods of showing sales discount on the Statement 

of Profit and Loss? (b) Explain each. 

10. If a partner devotes his time equally to the buying and selling of mer- 
chandise, what accounts are debited for his salary? 



Chapter XVII 

CONTROLLING ACCOUNTS 

The Purpose of this Chapter is to explain controlling accounts, one of the 
most important time-savers applicable to the work of the bookkeeper. The busi- 
ness man is interested in time-saving ryethods because they reduce the cost of 
operating his business; the bookkeeper is interested in time-saving methods be- 
cause they increase his efficiency. 

§ 160. A Controlling Account is one which represents in total the facts 
shown in detail in a number of other accounts. Controlling accounts are used 
most frequently with accounts receivable and accounts payable because a great 
number of accounts are required to record the transactions with customers and 
creditors. If the accounts with customers and creditors can be eliminated from 
the Trial Balance, the work of the bookkeeper in preparing the Trial Balance will 
he greatly reduced. 

If there are in the ledger one hundred accounts with creditors and two hundred 
accounts with customers, and twenty-five accounts which relate to the operations 
of the business, the Trial Balance will contain 325 accounts; if the one hundred 
accounts with creditors can be represented by one account and the two hundred 
accounts with customers by one account, then the Trial Balance will contain only 
Iwenty-seven accounts. This elimination can be effected by having an account 
with Accounts Payable which will show in total the transactions recorded in all 
of the accounts with creditors, and an account with Accounts Receivable which 
will show in total the transactions recorded in all of the accounts with customers. 
When this plan is followed, it is customary to open the accounts with creditors and 
with customers in separate divisions of the main ledger or in separate ledgers. 

The purpose of the controlling account is to save time in taking the Trial Balance and in check- 
ing the posting in case the Trial Balance does not balance. This is made clear by reference to Illus- 
tration No. 70 and the explanation in connection therewith. 



ACCOUNTS RECEIVABLE ACCOUNT 

§ 161. The Purpose of this Account is to show in total the detailed 
debits and credits to accounts with customers in another part of the same ledger 
or in a separate ledger. If all the transactions with customers are recorded in 
this account, it will not be necessary to show the various accounts with customers 
on the Trial Balance. This is a controlling account because it shows in total the 
transactions recorded in a group of related accounts. When only one ledger is 
needed for the accounts with customers, only one controlling account with 
Accounts Receivable is necessary. When the operations of the business are exten- 
sive, the accounts receivable ledgers may be grouped by territories, in which case 
the name of the controlling account will not be Accounts Receivable, but the 
territory represented by the accounts in the ledger as *'City Ledger," ''Texas 
Ledger," "California Ledger," "Southern Ledger," etc. It is not necessary to 
keep a separate controlling account with each ledger, as one controlling account 
may control several ledgers, but it is better to have a controlling account with 
each because of the time saved in detecting errors. 
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CONTRiOLLING ACCOUNTS 



r> 



Sales Journal 



A 
B 

C 
A 
D 
A 
B 
A 
D 



• 500.00 

• 90.00 

- 140.00 
. 175.00 
. 30.00 
. 800.00, 
. 60.00 

• 185.00 

- 300.00 
» 35.00 

1655.00 



Cash Boole 



'4- 



General Jou 
— -A - 18.50 



Controlli nr Account 
ACCOUITTS RECSIVABLS 



^1655.00 
3.60 
3.85 

^ 18.50 



1005.00 ^ 

803.10 4- 
I X0 r.io 



-1 



I 

i 
1 



Accounts in 
Accounts Huceivable Ledger 




500.00 
30.00 
60.00 

300.00 

8.50 
'o r. ^o 



B 



500.00 
30.00<- 

130.0 
15 

100 

-,1^.00 w^ 



90.00 
185.00 



140.00 

175.00 

^3.85 
J/ r. f^ 



<800.00 

^35.00 

3.50 




Cash Book 
(AootB. Reo. Column) 



> 500.00 
• 90.00 
. 50.00 
. 30.00 
. 60.00 

> 85.00 
- 150.00 

> 100.00 
1005.00-^. 



90.00K/ 
85.00*^ . 
8.70^ / 



eneral Journal 
ts. Heo. Column) 

- 130.00 

- 50.90 

- 4.50 

- 8.70 

- 15.00 



803.10^ 



ACCOTTTS RECEIVABLE PROOF 



Aooounta Reoeivable Ledger 

A - Br. 2908.50, Cr. i|^775.00, Bal. |133.50 

B - Dr* f815.00. Cr. #117.70, Bal. f 97.30 

C - Br. f318.85, Cr. |160.90, Bal. |157.35 

D - Dr. $238.60. Cr. ^154.50. Bal. | 84.00 

Totals ,$1660.25, ,$1208.10. .$ 472.1 5 



I 



Controlling Aooount 

-Aooounta Reoeivable Br. $1680.85 
Aooounta Reoeivable Cr. ^1208*10 



Balanoe 



I 472.15 



Illustration No. 70, Chart Showing Operation of a Controlling Account. 

EXPLANATION. This chart contains a record of ten sales in the sales journal, two cash 
payments to customers in the cash book, one debit to a customer in the general journal, eight cash 
receipts from customers in the cash book, and five receipts of assets other than cash from customers 
in the general journal; also an account in the general ledger with Accounts Receivable, the separate 
accounts with the four customers in the accounts receivable ledger, and the proof of the subsidiary 
ledger at the end of the moyth. The red lines indicate posting from the books of original entry to 
the accounts in the accounts receivable ledger, the posting of the totals to the Accounts Receivable 
account in the general ledger, and the relation of the proof to the accounts in the accounts receivable 
ledger and the Accounts Receivable account in the general ledger. The dates are omitted and 
letters are used to indicate the names of the customers to conserve space. It is assumed that cash 
received from customers is entered in a special column on the receipts side of the cash book, and 
that credit amounts to customers recorded in the general journal are entered in a special column. 
The two amounts recorded on the payments side of the cash book are posted to accounts in the ac- 
counts receivable ledger and are posted separately to the controlling account; this is also true of 
the one amount recorded in the general journal as a debit to an account receivable^ 
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I. 



Debit the Accounts Receivable Account: 

For the total of the sales journal 
at the end of the month. 

(If amounts to be debited to accounts 
in the accounts receivable ledger are 
recorded in the general journal or on 
the payments side of the cash book, 
each amount should be posted to the 
Accounts Receivable account at the 
time it is posted to the account in the 
accounts receivable ledger.) 



Credit the Accounts Receivable Account: 



If 2. For each amount recorded in the 
general journal or on the re- 
ceipts side of the cash book 
as a credit to an account in the 
accounts receivable ledger; 
these amounts are usually of 
sufficient frequency to require 
a special column in each of 
these books of original entry, 
in which case the posting is at 
the end of the month. 

^ 3. The Balance of the Accounts Receivable Account shows the total due 
from all customers and must be the same as the total of the various balances shown 
in the accounts receivable ledger. It is a current asset and is shown as such on 
the Balance Sheet, being listed after Cash and Notes Receivable (111. No. 92). 

If 4. Accounts Receivable Proof. The Trial Balance is made from the accounts 
in the general ledger, the balance of the Accounts Receivable account being used 
instead of the various balances of the accounts in the accounts receivable ledger. 
When the correctness of the posting to the general ledger has been proved by the 
Trial Balance, it is necessary to prove the correctness of the posting to the accounts 
in the accounts receivable ledger. The total of all the debit balances in the accounts 
receivable ledger less any credit balances should be the same as the balance of the 
Accounts Receivable account in the general ledger. 

If a sale to a customer is recorded in the sales journal as $26.10 but is posted to the account 
in the accounts receivable ledger as $26.00, it is quite evident that there will be a discrepancy be- 
tween the balance of the Accounts Receivable account in the general ledger and the total of the 
balances in the accounts receivable ledger. It is to detect errors of this nature that a proof is made 
of the posting to the accounts in the accounts receivable ledger. 



RESERVE FOR DOUBTFUL ACCOUNTS ACCOUNT 

§ 162. The Purpose of this Account is to show the reserve set up to take 
care of the possible loss resulting from failure to collect from customers. No 
matter how careful a credit man may be in extending credit, some of the accounts 
are almost sure to prove uncollectible. Unless this is taken into consideration at 
the time the Balance Sheet is prepared, the report to the management will show 
an inflated value for the asset Accounts Receivable. 

While the amount of the reserve may be more or less than is necessary to take care of the loss 
due to uncollectible accounts, yet it does indicate to the management that this loss has been taken 
care of as far as possible. The reserve is usually based on a percentage of the total sales on account 
or the total amount due from customers at the close of the period. The 192 1 Revenue Act provides 
a deduction for ''debts ascertained to be worthless and charged oflf within the taxable year (or, in 
the discretion of the Commissioner, a reasonable addition to a reserve for bad debts)." 



Debit the Reserve for Doubtful Accounts 

Account: 

^i. For the amount that cannot be 
collected from a customer, 
whether it is a part or all of 
the balance of his account. 



Credit the Reserve for Doubtful Accounts 

Account: 

H 2. At the close of each fiscal period, 
for the amount of reserve 
designated by the owner or 
management of the business. 



If 3. The Balance of the Reserve for Doubtful Accounts Account shows the 
net amount of the reserve available to take care of worthless accounts; it is shown 
on the Balance Sheet as a deduction from Accounts Receivable so that the man- 
agement may know the amount due from customers, the estimated loss,* and the 
net amount that it is expected will be collected. 



172 



ACCOUNTS PAYABLE ACCOUNT 



1[ 4. Entry to Set Up Reserve for Doubtful Accounts. At the close of each 
fiscal period an entry is made in the general journal to record the estimated loss 
on doubtful accounts and to set up a reserve to take care of this loss. The Loss 
on Doubtful Accounts account (§ 154) is debited and the Reserve for Doubtful 
Accounts account credited. If the total amount owed the business by customers, 
as shown by the balance of the Accounts Receivable account, is $5,575.00, and 
it is estimated that one per cent of these accounts is uncollectible, the entry in 
journal form will appear as in the illustration below. 



\jf/, /f>^ 









c^I^ 7*^ 



/• 





.s-^ 



7 



The Loss on Doubtful Accounts account is regarded as a selling expense as explained in § 154. 



ACCOUNTS PAYABLE ACCOUNT 

§ 163. The Purpose of this Account is to show in total the detailed 
debits and credits to accounts with creditors in another part of the same ledger 
or in a separate ledger. If all the transactions with creditors are recorded in this 
account, it will not be necessary to show the various accounts with creditors on the 
Trial Balance. This is a controlling account because it shows in total the trans- 
actions recorded in detail in a group of related accounts. 

When the operations of the business are extensive and cover a wide territory, the accounts 
payable, like the accounts receivable, may be kept in separate ledgers, each of which is given a title 
designating a specific territory. A controlling account may be kept with each ledger or with a group 
of ledgers. 



Debit the Accounts Payable Account: 

\ I. For each amount recorded in 
the general journal or on the 
payments side of the c^sh 
book as a debit to an account 
in the accounts payable led- 
ger; these amounts are usu- 
ally of sufficient frequency to 
require a special column in 
each of these books of original 
entry, in which case the post- 
ing is at the end of the month. 



Credit the Accounts Payable Account: 

If 2. For the total of the purchases 
journal at the end of the 
month. 

(If amounts to be credited to 
accounts in the accounts payable 
ledger are recorded in the general 
journal or on the receipts side of 
the cash book, each should be 
posted to the Accounts Payable 
account at the time it is posted to 
the account in the accounts payable 
ledger.) 



If 3. The Balance of the Accounts Payable Account shows the total owed to 
all creditors and must be the same as the total of the various balances shown in 
the accounts payable ledger. It is a current liability and is shown as such on the 
Balance Sheet being listed after Notes Payable (Illustration No. 92). 

H 4. Accounts Payable Proof. The accounts payable are proved in the same 
manner as accounts receivable. (§ 161, % 4.) 

Ledgers containing accounts with customers and with creditors are referred to as subsidiary 
ledgers. Only those accounts resulting from posting the sales journal and the purchases journal are 
opened in the subsidiary ledgers; other personal accounts resulting from sales and purchases of 
property belonging to the business are opened in the general ledger. 
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OUTLINE OF ACCOUNTS 

§ 164. The Outline below includes those accounts required in connection 
with the recording of transactions in the C. W. Keeland & Co. practix:e set; refer- 
ences are given to the discussion of those accounts which have not been developed 
in this or preceding chapters. The classification is the same as that in the first 
division of this text. 



OUTLINE OF ACCOUNTS USED IN THE PARTNERSHIP SET, 



Current Assets . 



• • • * < 



Fixed Assets 



Cash. 

Merchandise Inventory. 

Notes Receivable. 

Accounts Receivable. 

Accrued Interest Earned (§ 193). 

(Land. 
Buildings. 
Office Equipment. 
Store Fixtures. 
Delivery Equipment. 



Deferred Charges to Operations{{^^^JPP^'^- 



Current Liabilities .... 



Reserves 



Notes Payable. 
Accounts Payable. 
Accrued Wages (§ 197). 
Accrued Interest Cost (§ 201). 

Reserve for Depreciation of Office Equipment. 
Reserve for Depreciation of Store Fixtures. 
Reserve for Depreciation of Delivery Equipment. 
Reserve for Doubtful Accounts. 



Capital (Partner, Capital. 

\ Partner, Personal. 



Operating Income 



Inventory. 

Purchases. 

Purchases Returns and Allowances. 

Freight In. 

Sales. 

Sales Returns. 

Sales Allowances. 



[Selling Expense. 

I Traveling Expense. 
Loss on Doubtful Accounts. 
Administrative Expense. 
[Building Expense. 

Non-Operating Income . . . . /Interest Earned. 

\Sales Discount. 

[Interest Cost. 
Non-Operating Expense. . .<! Purchases Discount. 

[Loss on Dead Horse (§ 157) 
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EXERCISES IN CONTROLLING ACCOUNTS 



Exercise No. 68, Accounts Receivable Proof. 

Sales Journal — May 



2 

3 
5 

5 

8 

9 

12 

19 

26 

31 



W. D. Jayne 
R. W. Starling 
C. H. Watt 
R. L. Sutherland 
O. R. Martin 
R. W. Starling 
J. A. Moore 
R. L. Sutherland 
C. H. Watt 
R. W. Starling 

Sales, Cr. — 



Springfield 

St. Louis 

Bristol 

Richmond 

Lincoln 

St. Louis 

Clifton 

Richmond 

Bristol 

St. Louis 



unt 


I 




2 




3 




4 




5 




6 




7 




8 




9 




10 



$ 450.00 

185.50 

79.30 

328 . 40 

211. 15 

137.50 

50.30 

293.35 

45-95 
203 . 50 

$1,984.95 



Accounts Receivable, Dr. 

The student is required (a) to post the individual sales to the customers* 
accounts in the accounts receivable ledger; (b) to post the total to the Accounts 
Receivable and Sales accounts; (c) to show the proof of the individual accounts 
with the Accounts Receivable account. 

Exercise No. 69, Accounts Payable Proof. 

Purchases Journal — May 



3 


• 


[emison & Co. 


City 


2% 10 days 


I 


7 


^ 


ewell Tea Co. 


St. Albans 


account 


2 


7 


Ralph 0. Wells 


City 


account 


3 


9 


Keaton Grocery Co. 


Manchester 


3% 10 days 


4 


14 


Tracy & Tracy 


Newport 


I % 30 days 


5 


17 


Keaton Grocery Co. 


Manchester 


3% 10 days 


6 


19 


Jemison & Co. 


City 


2% 10 days 


7 


23 


Tracy & Tracy 


Newport 


I % 30 days 


8 


26 


Keaton Grocery Co. 


Manchester 


3% 10 days 


9 


28 


Jewell Tea Co. 


St. Albans 


account 


10 


31 




Purchases, Dr. — 


Accounts Payable, Cr. 


• 





$ 895.75 

50.00 

573.20 
1,542.18 
627.35 
956.31 
193.75 
359.40 

1 ,894 . 26 

75.00 
$7,167.20 

The student is required (a) to post the individual purchases to the creditors* 
accounts in the accounts payable ledger; (b) to post, the total to the Purchases 
and Accounts Payable accounts; (c) to show the proof of the individual accounts 
with the Accounts Payable account. 

Exercise No. 70, Construction of Charts for Controlling Accounts. 

Prepare two charts similar to Illustration No. 70, one for accounts receivable 
and the other for accounts payable, from the following transactions performed 
during the month of March by Cary & Burke, a partnership engaged in selling 
woolen cloth. Use a sheet of paper S}/i x 11 inches for each chart, allowing two 
inches for the controlling account at the top, six inches for the personal accounts 
in the center, and two inches for the proof at the bottom. Complete all work with 
a pen unless permitted to use pencil. 

Mar. I. Purchased from Holbrook & Thoma, City, on account, merchandise, 

$1,298.50. 
3. Purchased from the Spencer Woolen Mills Co., Taunton, terms, 2% 
10 days, merchandise, $563.70. They prepaid the freight on this ship- 
ment, $4.95, which was added to the amount on the invoice. 

(Continued on page 175.) 
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{Exercise No, yo — Continued from page 174,) 

6. Paid Holbrook & Thoma $750.00 to apply on account. 

7. Sold P. M. Penrod, 61 Ward Ave., City, on account, merchandise, $356.20. 

8. Purchased from Holbrook & Thoma, City, terms, 1% 30 days, mer- 

chandise, $925.45. 

9. Sold J. S. Henry, 231 1 Park Ave., City, on account, merchandise, $85.00. 

10. Received $200.00 from P. M. Penrod to apply on account. 

11. Sold merchandise on account as follows: 

J. S. Henry, 2311 Park Ave., City, $112.50. 
O. J. Merrell, 126 Beatty St., City, $516.60. 
Received in part payment of the sale to O. J. Merrell a sixty-day note 
for $200.00, signed by D. P. Hart, dated January 25, with interest 
at 6% from date; allowed Mr. Merrell credit for the interest accrued 
on the note to date. 

13. Paid the Spencer Woolen Mills Co. $557.38 in full for purchase of the 

3d, less discount, and freight on the same. 
Sold J. S. Henry, 2311 Park Ave., City, 75c worth of cord which was 
purchased for use in the store. Charge this to his account. 

14. Received $50.00 from J. S. Henry to apply on account. 

Sold O. J. Merrell, 126 Beatty St., City, on account, merchandise, 

$141.50. 
Received notice of credit from Holbrook & Thoma for $70.00, value of 
two bolts of cloth purchased on the 8th and returned per agreement. 
16. Purchased from Bowman Bros., West End, on account, merchandise, 

$1,809.07. 
18. Sold P. M. Penrod, 61 Ward Ave., City, on account, merchandise, $663.96. 
Notified Bowman Bros, of an error of $2.00 in making the extensions 
for purchase of the i6th, and received instructions from them to 
debit their account for this amount. 

20. Received $141.50 from O. J. Merrell in full for sale of the 14th. 
Sold merchandise as follows: 

O. J. Merrell, 126 Beatty St., City, on account, $245.15. 
M. W. Grinnell, Silvergrove, terms, 2% 10 days, $1,514.80. 
Paid Bowman Bros. $750.00 to apply on account. 

21. Received $100.00 from J. S. Henry to apply on sale of the nth, and 

$500.00 from P. M. Penrod to apply on account. 
Paid Holbrook & Thoma $2,000.00 to apply on account. 

22. Sold J. S. Henry, 2311 Park Ave., City, on account, merchandise, $125.60. 

23. Purchased from the Spencer Woolen Mills Co., Taunton, terms, 2% 10 

days, merchandise, $342.50. They prepaid freight on this shipment, 
$345i which was added to the amount on the invoice. 
O. J. Merrell reported that there was an error of $1.00 in his favor in 
the extensions for sale of the 20th. Debit his account with the $1.00. 

24. Sold P. M. Penrod, 61 Ward Ave., City, on account, merchandise, $62.35. 
Allowed J. S. Henry credit for $35.00, value of one bolt of cloth sold 

him on the 22d and returned. 

25. Sold J. S. Henry, 231 1 Park Ave., City, on account, merchandise, $284.50. 
Received credit from the Spencer Woolen Mills Co. for $15.00 because 

part of the merchandise purchased from them on the 23d was 40 per 
cent cotton when our order specified all wool. 
Allowed P. M. Penrod credit for $5.00 on account of an error in our 
favor in extensions for sale of the 24th. 
27. Purchased from Holbrook & Thoma, City, terms, i% 30 days, mer- 
chandise, $1,625.85. 

{Concluded on page 176.) 
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{Exercise No, 70 — Continued from page 175,) 

27. Sold J. S. Henry, 231 1 Park Ave., City, 50c worth of stamps which 

were purchased for use in the store. Charge this to his account. 
Received $12.50 from J. S. Henry in full for sale of the nth, and $200.00 
from P. M. Penrod to apply on sale of the i8th. 

28. Accepted a thirty-day draft for $500.00, drawn on us by Bowman 

Bros., to apply on purchase of the i6th. 
Received $315.10 from O. J. Merrell in full for sale of the nth. 
Sold J. S. Henry, 2311 Park Ave., City, on account, merchandise, $71.40. 

Per Mr. Henry's instructions, shipped this merchandise by prepaid 

express to A. B. Knox, Clinton; debit Mr. Henry's account with 

$1.40, cash paid for the express charges. 

29. Received a check for $1,000.00 from M. W. Grinnell in part payment 

for sale of the 20th ; allowed him discount on this payment per terms 
of the sale. 
Sold P. M. Penrod, 61 Ward Ave., City, on account, merchandise, $427.89. 

30. Received $100.00 from J. S. Henry to apply on account. 

Received notice of credit from Holbrook & Thoma for $33.50, value of 
one bolt of cloth returned per agreement. 

31. Sold M. W. Grinnell, Silvergrove, terms, 2% lo days, merchandise, 

$165.75- 
Received $90.60 from J. S. Henry in full for sale of the 22d, and $300.00 

from P. M. Penrod to apply on sale of the 29th. 

QUESTIONS 

1. If there is a difference of 27c between the total of the balances in the accounts 

receivable ledger and the balance of the Accounts Receivable account in 
the general ledger, how will the bookkeeper locate the error? 

2. If an account in the accounts receivable ledger which shows a balance of 

$10.00 is ruled, how will the bookkeeper discover the error? 

3. If all the accounts in the accounts payable ledger are in balance, how will the 

Accounts Payable account in the general ledger appear? 

4. If a creditor agrees to deliver merchandise purchased and, when this is re- 

ceived, the freight has not been paid, how will the check given the railroad 
company in payment for the freight be recorded and posted if a controlling 
account is kept with Accounts Payable? 

5. If a customer requests that the freight on a shipment of merchandise sold to 

him be prepaid and charged to his account, how will the check given the 
railroad company in payment for this freight be recorded and posted if a 
controlling account is kept with Accounts Receivable? 

6. In what way does the use of a controlling account" with Accounts Receivable 

make the work of the bookkeeper more efficient? 

7. Why are special columns provided in books of original entry for controlling 

accounts? 

8. What special columns are required in the cash book and general journal when 

controlling accounts are kept with Accounts Receivable and Accounts 
Payable? 

9. If a check is given in payment for freight on merchandise purchased and 

debited to the Freight In account, what effect does this have on the con- 
trolling account with Accounts Payable? Give reason for answer. 
10. (a) If a creditor by request prepays the freight on merchandise purchased 
and includes the amount in the purchases invoice, how will the transaction 
be recorded and posted if a controlling account is kept with Accounts 
Payable? (b) How will the entry be made and posted if no controlling 
account is maintained? 



Chapter XVIII 

BOOKS OF ACCOUNT 

The Purpose of this Chapter is to explain and illustrate the use of special 
columns in the cash book and general journal. The use of special columns is a 
great time-saver for the bookkeeper, hence should be understood by the student 
of bookkeeping. The explanation of special columns will enable the student to 
appreciate the time saved through the use of controlling accounts. 

§ 165. The Books of Original Entry usually required in connection with 
the recording of transactions for a mercantile business consist of a purchases journal, 
sales journal, cash book, and general journal. The purpose of each of these blanks 
is always the same, but the form of ruling may vary with the particular needs of 
the business. The books of account required in connection with the exercise at 
the conclusion of this chapter and the first practice set (C. W. Keeland & Co.) 
which is separate from this text, are explained and illustrated in the discussion 
which follows. 

§ 166. The Purchases Journal is a book of original entry in which pur- 
chases of merchandise are recorded (§ 38). The ruling in this book should be 
such that each purchase may be recorded on one horizontal line; this is usually 
the same as in Illustrations Nos. 17 and 25. If a record is to be kept of different 
classes of merchandise purchased or of the merchandise purchased for separate 
departments, a separate column may be provided for each class or department. 
If separate accounts are maintained with Purchases and Freight In, and prepaid 
freight charges are included in the invoice, the amount of the freight should be 
recorded in a special column for ''Freight In" or by a separate entry in the gen- 
eral journal. 

§ 167. The Sales Journal is a book of original entry in which sales of mer- 
chandise are recorded (§ 40). If desired, the carbon copy of each sales invoice 
may be filed in a binder as one page in the sales journal; when this plan is fol- 
lowed, no ruled sales journal (Illustration No. 20) is necessary. Each customer's 
account in the accounts receivable ledger is debited with the amount of his pur- 
chase as shown by the carbon copy of the sales invoice rendered; at the end of 
the month the total of all the sales invoices is posted to the debit of the Accounts 
Receivable account and to the credit of the Sales account in the general ledger. 

Each sales invoice should be numbered consecutively, the carbon copy having the same number 
as the sales invoice. The carbon copies should be filed in a binder in numerical order. Failure to re- 
cord a sales invoice will not affect the Trial Balance, hence will not be detected unless the customer 
files complaint. If each sales invoice is numbered consecutively and copies are filed in a binder in 
regular order, omissions can be detected easily. 

§ 168. The Gash Book. As explained in § 43, cash received may be recorded 
in a cash receipts journal and cash paid in a cash payments journal, or cash receipts 
and payments may be recorded on opposite pages of one cash book, receipts on the 
left and payments on the right. All amounts received may be entered in one column 
on the receipts side of the cash book and all amounts paid in one column on the 
payments side as in Illustrations Nos. 22 and 23, or the transactions may be classified 
by the use of separate columns. This classification is especially desirable when 
controlling accounts are maintained with accounts receivable and with accounts 
payable. The reason for this is that the Accounts Receivable account in the general 
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ledger is credited with the total of the amounts credited to the accounts in. the ac- 
counts receivable ledger, and the Accounts Payable account in the general ledger 
is debited with the total of the amounts debited to the accounts in the accounts 
payable ledger. If all the amounts affecting the controlling accounts are entered 
in special columns, the total of all the amounts in each special column can be posted 
at the end of the month. 

Other special columns may be provided for recording transactions affecting 
cash sales, cash purchases, administrative expense, selling expense, etc. If the 
cash sales for each of the twenty-six business days in the month are recorded in 
one amount, twenty-six postings to the Sales account would be required; but if 
the cash sales for each day are recorded in a special column, the total of this 
column can be posted in one amount at the end of the month. 
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Illustration No. 71, Receipts Side of Cash Book with Special Columns. 

EXPLANATION. The amount of cash received from a customer on account or in full of 
account is entered in the first column, cash received in payment for cash sales in the second column, 
and all other amounts of cash received in the third column. Each amount entered in the first column 
is posted to the credit of the account in the accounts receivable ledger written on the same line with 
it; the total of this column is posted to the credit of the Accounts Receivable account in the general 
ledger at the end of the month. Each amount entered in the second column is not posted, but the 
total of the column is posted to the credit of the Sales account at the end of the month. Each amount 
entered in the third column is posted to the credit of the account in the general ledger written on the 
same line with it; the totals of the first and second columns are extended into the third column as in 
the illustration, and the total of the three columns (less the balance at the beeinning of the month) 
is posted to the debit of the Cash account in the general ledger at the end of the month. 

*The break indicates a number of entries omitted. 
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Illustration No. 71 shows the receipts side of the cash book with three money 
columns, and Illustration No. 72 shows the payments side of the cash book with 
the same number of money columns; the use of each column is explained by the 
printed heading and the explanation of the illustration. 

^ I. To Prove Cash. At the time it is desired to prove cash, each of the 
three columns on the receipts and payments sides of the cash book is footed in 
small pencil figures as in Illustrations Nos. 71 and 72. The total of the first and 
third columns on the payments side deducted from the total of the three columns 
on the receipts side should be the same as the cash in the bank plus that on hand 
if it is not all deposited. In practice it is customary to prove cash before depositing 
the checks and currency in the bank. 
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Illustration No. 72, Payments Side of Cash Book with Special Columns. 

EXPLANATION. The amount of cash paid a creditor on account or in full of account is 
entered in the first column, discount deducted for payment of purchases invoices within the discount 
period is entered in the second column, and all other amounts of cash paid in the third column. 
Each amount entered in the first and second columns is posted to the debit of the account in the 
accounts payable ledger written on the same line with it; the total of the first column is posted to 
the debit of the Accounts Payable account, and the total of the second column is posted to the credit 
of the Purchases Discount account and to the debit of the Accounts Payable account in the general 
ledger at the end of the month. Each amount entered in the third column is posted to the debit of 
the account in the eeneral ledger written on the same line with it; the total of the first column is 
extended into the third column as in the illustration, and the total of these two columns is posted 
to the credit of the Cash account in the general ledger at the end of the month. 

*The breaks indicate a number of entries omitted. 
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GENERAL JOURNAL 



§ 169. General JoumaL When controlling accounts are maintained with 
accounts receivable and accounts payable, four columns are usually provided in 
the general journal as in the illustration below. 
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Illustration No. 73, General Journal with Two Special Columns. 

EXPLANATION. The two debit columns are ruled at the left and the two credit columns 
at the right to avoid errors in posting. The total of the two columns at the left should at all times 
equal the total of the two columns at the right. At the conclusion of each page these totals should 
be proved and forwarded; this proof should also be made before posting the totals of the "Ac- 
counts Payable, Dr." and "Accounts Receivable, Cr." columns at the end of the month. 

*The break indicates a number of entries omitted. 
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The amount in each transaction which affects the debit side of an account in 
the accounts payable ledger is entered in the "Accounts Payable, Dr." column; 
the amount in each transaction which affects the credit side of an account in the 
accounts receivable ledger is entered in the "Accounts Receivable, Cr." column. 
This permits the posting of each amount to the proper account in the accounts 
payable or accounts receivable ledger at the time of entry, and the posting of the 
total of the special debit column to the Accounts Payable account and the total 
of the special credit column to the Accounts Receivable account at the end of the 
month. Illustration No. 73 shows one form of a special column journal. 

§ 170. The Ledger. As explained in § 14, the ledger contains all the ac- 
counts necessary to show the complete record of the transactions performed. The 
accounts in the ledger should be arranged in the same order as they will appear on 
the Balance Sheet and Statement of Profit and Loss. The reason for this is that 
these reports are prepared from the Trial Balance, and the Trial Balance is made 
from the ledger. Illustration No. 88 shows a Trial Balance with the correct ar- 
rangement of the accounts. 

When controlling accounts are maintained with accounts receivable and accounts payable, 
the individual accounts with customers and creditors should be kept in a separate division of the 
ledger or in separate ledgers; this will depend on the number of creditors from whom the business 
buys on account and the number of customers to whom the business sells on account. 

§ 171. An Auxiliary Book is one which provides detailed information in 
regard to the transactions recorded in the books of original entry. Its purpose is 
to simplify the explanation in the books of original entry and to provide information 
which would not be available even though the explanation might be given in detail. 
The notes receivable book, notes payable book, bank check book, and insurance 
policy record are the auxiliary books discussed and illustrated in this chapter; 
additional auxiliary books will be explained in subsequent chapters. 

§ 172. The Notes Receivable Book is an auxiliary book which contains 
detailed information in regard to notes and acceptances receivable. The ruling 
should provide columns for (a) the date, (b) the number, (c) the drawer or en- 
dorser, (d) the maker or drawee, (e) the payee, (f) where payable, (g) the date of 
paper, time, and due date, (h) the amount, (i) the rate of interest, (j) when paid, 
and (k) remarks. This arrangement permits full information in regard to a note 
or draft to be written on one horizontal line. Illustration No. 74 shows a popular 
form of ruling for the notes receivable book. 

§ 173. The Notes Payable Book is an auxiliary book which contains de- 
tailed information relative to notes signed and drafts accepted by the business. 
The ruling should provide columns for (a) the date, (b) the number, (c) the drawer 
or endorser, (d) the maker or drawee, (e) the payee, (f) where payable, (g) the date 
of paper, time, and due date, (h) the amount, (i) the rate of interest, (j) when paid, 
and (k) remarks. This arrangement permits full information in regard to a note or 
draft to be written on one horizontal line. Illustration No. 75 shows a popular 
form of ruling for the notes payable book. 

If desired, the notes receivable and payable books may be used as posting mediums, in which 
case one is referred to as the notes receivable journal and the other as the notes payable journal; 
these are explained and illustrated in a succeeding chapter. 

§ 174. Insurance Policy Record. The purpose of this book is to provide 
a record of each insurance policy. The information in it should show (a) the 
date of the policy, (b) number, (c) name of the insurance company, (d) kind of 
property insured, (e) amount of the policy, (f) date of expiration, and (g) the 
premium paid for the policy. Additional columns should be provided for the 

(Continued on page 182). 
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Illustration No. 74, Left Page of Notes Receivable Book. 

EXPLANATION. Each note receivable or acceptance receivable is recorded on 
the time it \% received; the number given this may be used as tlie explanation of the ei 
general journal and cash book, 

NOTES PAYABLE 
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Illustration No. 75, Left Page of Notes Payable Book. 

EXPLANATION. Each note signed by the business and each draft accepted by it is recorded 
n this book at the time of issue or acceptance; the number given each may be used as the explana- 
ion of the entries in the general journal and cash book. 
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Illustration No. 76, Left Page of Insurance Policy Record. 

EXPLANATION. The book is ruled so that all the information desired in 
each policy may be recorded on one horizontal line. A description of the policy is written on the 
left-hand page, and the monthly value of the premium which expires is shown in the columns on 
the right-hand page. Premiums on policies which do not enpire during the year in which the policies 
are issued, are distributed in ihe next year. 

amount which expires during each month; with this information the bookkeeper 
can easily determine the value of the expired and unexpired insurance at the close 
of the fiscal period. The insurance which has expired during the year is debited to 
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Illustration No. 74, Right Page of Notes Receivable Book. 

EXPLANATION. The toUl of the unpaid notes and acceptances should always equal the 
balance of the Notes Receivable account in the genend ledger, also the toUl of the notes and accept- 
ances in the safe and in the hands of agents for collection. 
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Illustration No. 75, Right Page of Notes Payable Book. 

EXPLANATION. When a note or draft is paid, the date should be entered in the "When 
Paid" column. The total of the unpaid notes and drafts should at all times equal the balance of 
the Notes Payable account in the general ledger. A proof of this should be prepared monthly. 
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Illustration No. 76, Right Page of Insurance Policy Record. 

The distribution by months is shown only for the current year, the amount of unexpired 
premium being entered in the last column at the right. At the beginning of the next year, this 
unexpired premium will be distributed in the columns representing the months to which it is 
applicable. It is necessary to show the nature of the property insured because this determines the 
operating account affected; thus, expired insurance on delivery equipment and merchandise is 
debited to Selling Expense, expired insurance on office equipment to Administrative Expense^ etc. 

the proper operating accounts at the close of the year, at which time the book- 
keeper should transfer the unexpired insurance to a new page in the insurance 
policy record. Illustration No. 76 shows a popular form of the insurance policy record. 
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EXERCISE 



§ 175. The Bank Check Book contains blank checks to be used by the 
depositor for withdrawing funds deposited in the bank. The check book provided 
by the bank may contain one, two, or three blank checks to the page. Illustration 
No. 58 shows a check book with two checks to the page and with the bank account 
kept on the front of the check stub. The record on the front of the check stub is 
reconciled with the monthly bank statement as explained in § 80. 

Exercise No. 71, Retail Furniture Business 

The Trial Balance given below was taken from the books of Gobel & Mitchell, 
partners engaged in a retail furniture business. It shows the results of the opera- 
tions of the business from January i to November 30. 

Gobel & Mitchell, Trial Balance, November 30, 1922. 



Cash (4) 

Notes Receivable (7) 

Accounts Receivable (4) 

Reserve for Doubtful Accounts (4) 

Office Equipment (5) 

Reserve for Depreciation of Office Equip. (4) 

Delivery Equipment (4) 

Reserve for Depreciation of Del. Equip. (4). 

Building (4) 

Land (4) 

Office Supplies (5) 

Insurance (4) 

Notes Payable (6) 

Accounts Payable (10) 

J. R. Gobel, Capital (6) 

J. R. Gobel, Personal (7) 

W. H. Mitchell, Capital (6) 

W. H. Mitchell, Personal (7) 

Sales (8) 

Sales Returns (5) 

Sales Allowances (5) 

1921 Inventory (4) 

Purchases (7) 

Freight In (6) 

Purchases Returns and Allowances (6) 

Selling Expense (15) 

Administrative Expense (12) 

Interest Earned (6) 

Purchases Discount (5) 

Commission (5) 

Interest Cost (6) 

Sales Discount (6) 



$4,696.91 

801 .50 

4,118.76 

79.31 
650.00 

4,000.00 

3,500.00 

2,500.00 

329.12 

401.60 



20.00 



107.00 

51.89 
18,522.45 

28,187.65 
2,107.56 

2,680.40 
1,819.78 



51.^0 
40.85 



$74,665.98 



$ 101.76 

30.00 

350.00 



2,000.00 
3.021. 51 

15,376.50 

15,376.50 

30.00 

37,431.44 



211.08 



42.19 

576.50 
118.50 



$74,665.98 



Notes Receivable: 

Note signed by M. B. Wallace, dated July 12, due in six months, with 

interest at 6% from date $600.00 

Note signed by J. H. Weber, dated October 15, due in sixty days, with 

interest at 6% from date 201 . 50 
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Accounts Receivable: 

O. H. Roth (4) 
J. H. Weber (5) 
West Side Fum. Exch. (4) 
Schott Decorating Co. (4) 
C. E. Perry & Co. (4) 
S. A. Burkhart (4) 
Just Rite Fum. Co. (4) 
J. N. Hook & Co. (4) 
W. A. Newman (4) 
R. R. Phillips (4) 

E. E. Frank (4) 
W. D. Wolfe (4) 

F. X. Vance (4) 



406 Lincoln Ave., City 

530 Craig St., City 

City 

Clifton 

702 Pike St., City 

609 Market St., City 

427 Elm St., City 

13 W. 7th St., City 

217 Delta Ave., City 

Elmwood 

Reading 

2527 Erie Ave,. City 

15 Burnet Ave., City 



Oct. 15, 
Nov. 5, 
Nov. I , 
Nov. 15, 
Nov. I, 
Nov. 10, 
Nov. 15, 
Nov. 20, 
Oct. 12, 
Oct. 16, 
Oct. 2, 
Nov. 20, 
Oct. I, 



60 days 
30 days 
account 
account 
30 days 
30 days 
account 
account 
30 days 
60 days 
60 days 
30 days 
30 days 



$ 311.50 
101.75 
412.41 
60.05 
101.15 
619.00 
441.60 
118.70 
217.60 
300.00 
260.00 

1,160.00 

1500 



Insurance Premiums Paid: 

On merchandise, $205.15; on delivery equipment, $106.16; on building, $90.29; 
total, $401.60. 

Notes Payable: 

Note in favor of Merchants National Bank, dated October 10, due in 

sixty days, with interest at 6% from date $2,000.00 

Accounts Payable: 

C. H. Campbell Furn. Co. (6) Shelbyville Nov. 15, 2/30, n/60 $ 601.05 

Hasselbarth-Wheton Co. (4) Utica Nov. 12, 2/30, n/60 201.70 

The Robt. Mitchell Furn. Co. (4) Cincinnati Oct. 25, 60 days 475.00 

The Brookville Furn. Co. (4) Brookville Nov. 5, 2/30, n/60 350.00 

De Luxe Upholstery Co. (4) Grand Rapids Oct. 12, 60 days 800.00 

Kearns Furniture Co. (5) High Point Nov. 30, 2/15, n/30 593.76 

On ledger paper open an account with each account shown on the Trial Bal- 
ance, allowing for each the number of lines indicated by the number in parenthesis 
after the name of the account. In the explanation column of the Notes Receivable, 
Notes Payable, and Insurance accounts write the special information in regard 
to the notes and insurance; the two notes due the business should be entered as 
separate amounts in the Notes Receivable account. Since there is a controlling 
account in the general ledger for accounts receivable and another for accounts 
payable, the individual accounts with customers and creditors will be opened on 
ledger sheets separate from the ones used for general ledger accounts. 

The transactions for December are to be recorded in the purchases journal, 
sales journal, cash book, and general journal. Loose sheets of paper will be used, 
ruled similar to Illustrations Nos. 25, 26, 71, 72 and 73. The cash balance shown 
on the Trial Balance should be entered in the "General" column on the receipts 
side of the cash book before any transactions are recorded. 

December 

1. Gave the Werk Realty Co. a check for $100.00 in payment for rent of ware- 

house for December, and N. R. Hayes Garage a check for $38.50 in pay- 
ment for November garage rent and repairs on delivery truck. 
Debit Selling Expense for both payments. 

Bought from the C. H. Campbell Furniture Co., Shelbyville, terms 2/20, 

n/60, furniture per purchases invoice No. 156, $320.00. 
Received a check from the Schott Decorating Co. in full of account. 

2. Sold J. H. Weber, 530 Craig St., City, terms 30 days, i davenport, per sales 

invoice No. 851, $78.50. 
Gave the C. J. Krehbiel Co. a check for $33.75 in payment for 2,000 circulats. 
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Received $35.75 for cash sales. 

3. Received from C. E. Perry & Co. their note dated December i, due in thirty 

days, with interest at 6% from date, in full of account. 
Sold C. A. Anderson, Linwood, terms 60 days, i dining room suite per sales 

invoice No. 852, $525.00. 
Received $72.50 for cash sales. 

4. Gave the Brookville Furniture Co. a check in full of account, less discount. 
Sold J. N. Hook & Co., 13 W. 17th St., City, terms account, i library table 

per sales invoice No. 853, $45.00. 

5. Withdrew $70.00 from the bank and paid the following: stamps, for letters, 

$10.00; J. R. Gobel and W. H. Mitchell, each $30.00 for personal use. 

Debit Office Supplies for the stamps purchased. 

Returned to the Kearn Furniture Co. i chair, cost price, $8.00. 

6. Received a check from J. H. Weber in payment for invoice dated Nov. 5. 
Sold R. O. Burns, Richmond, terms 30 days, i kitchen cabinet per sales 

invoice No. 854, $85.00. 
Withdrew $200.00 from the bank to pay the weekly pay roll as follows: 
office employees, $50.00; employees in selling department, $150.00. 

8. Bought from the Brookville Furniture Co., Brookville, terms 2/30, n/60, 

furniture per purchases invoice No. 157, $675.00. 
Received $90.75 for cash sales. 

9. The note due at the bank today and interest on the same was paid as follows: 

note for $1,000.00 dated today, due in sixty days, and check for $1,030.00, 
balance due on the old note and interest on the new note at 6%. 

Received $100.00 from West Side Furniture Exchange to apply on account. 

Transferred from stock to the office, i table (cost, $28.00) and 3 chairs (cost, 
$4.00 each). 

10. Sold C. E. Herzog, 2034 Eastern Ave., City, terms account, 6 dining room 

chairs per sales invoice No. 855, $40.00; Just Rite Furniture Co., City, 
terms account, 3 wardrobes per sales invoice No. 856, $180.00. 
Bought from the Imperial Furniture Co., Grand Rapids, terms 2/15, n/30, 
furniture per purchases invoice No. 158, $520.00. 

11. Received a check from O. H. Roth in full of account less 1% discount per 

sp)ecial agreement. 

Make the entry for the sales discount in the general journal. 

Gave the Hasselbarth-Wheton Co. a check in full of account, less discount. 

12. Sold S. A. Burkhart, 609 Market St., City, terms 30 days, i tea wagon per 

sales invoice No. 857, $18.00; C. U. Newton, 102 Front St., City, terms 
account, i upholstered rocker per sales invoice No. 858, $28.00. 
Received $68.00 for cash sales. 

13. Purchased an Underwood typewriter for $100.00. Gave in payment the old 

typewriter (cost $80.00, book value $60.00) and our check for $50.00. 

Sold R. R. Phillips, Elmwood, terms 60 days, i oak buffet per sales invoice 
No. 859, $39.00; H. C. Kern, 253 Earnshaw Ave., City, terms account, 
I 5-piece living room suite per sales invoice No. 860, $1,015.00. 

Withdrew $200.00 from the bank to pay the weekly pay roll. 

Gave the Kearns Furniture Co. a check in full of account, less credit for 
chair returned and less discount. 
15. Bought from the Connersville Furniture Co., Connersville, terms 1/15, 
n/30, furniture per purchases invoice No. 159, $505.00. 

Paid freight on furniture purchased, $128.76. 

Bought from the Pounsford Stationery Co., City, terms account, miscel- 
laneous office supplies, $28.75. 

Enter in the general journal as this is not a purchase of merchandise. 

Received a check from J. H. Weber in payment for note and interest, due on 
the 14th. 
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Gave the C. H. Campbell Furniture Co. a check in payment for invoice 

dated November 15, less discount. 
Prove cash (balance, $2,182.86). 

16. Sold L. A. Sanderson, Louisville, terms net 30 days, i dining room suite pet 

sales invoice No. 861, $475.00. 
H. C. Kern claimed that the armchair belonging to the living room suite sold 
him on the 13th was not up to standard. We allowed him a credit for 
$20.00, and put in a claim for this amount against the De Luxe Upholstery 
Co. from whom this furniture was purchased. 

Only one entry is required at this time. 

Received a check from the West Side Furniture Co. for balance due on invoice 
dated November i. 

17. Our attorney reported that the amount due from F. X. Vance is uncollectible. 
Gave each partner $40.00 for personal use. 

Received $187.65 for cash sales. 

18. Received a credit bill from the De Luxe Upholstery Co. for $20.00, amount 

of claim which we filed on the i6th. 
Gave C. H. Campbell Furniture Co. check in full of account, less discount. 
E. E. Frank accepted our lo-day draft in full of account. 

19. Gave the De Luxe Upholstery Co. our note dated today, due in thirty days, 

with interest at 6% from date, in full of account. 
Sold J. H. Weber, 530 Craig St., City, terms 30 days, i chifforobe, $70.00, 
and I dressing table, $60.00, per sales invoice No. 862. 

20. Received $101.60 for cash sales. 

Withdrew $200.00 from the bank to pay the weekly pay roll. 

Received a check from S. A. Burkhart in full for invoice dated November 10. 

22. Gave the Daily Tribune a check for $50.00 in payment for advertisement. 
Bought from Kreimer Bros. & Co., Cincinnati, terms 30 days, furniture per 

purchases invoice No. 160, $819.75. 
Sold E. E. Frank, Reading, terms 60 days, i armchair per sales invoice No. 
863, $26.00. 

23. J. H. Weber returned the dressing table sold him on the 19th. Gave him 

credit for the selling price. 
Received a check for $50.00 from the Delco-Light Co., local distributors of 

the "Frigidaire," in payment for commission on sales of these iceless 

refrigerators. These are not carried in stock, but commission is allowed 

on refrigerators sold. 
Gave the Imperial Furniture Co. a check in full of account, less discount. 
W. H. Mitchell sent to his home i library table and i rocker. Charge his 

Personal account with the cost price, $52.00. 
Received $160.80 for cash sales. 

24. Accepted a ten-day draft drawn on us by the Robt. Mitchell Furniture Co. 

in full of invoice dated October 25. 
Received checks as follows: J. H. Weber, in payment for invoice dated 
December 2; C. E. Herzog, in full of account; H. C. Kern, in full of account 
less 1% discount per special agreement. 

26. Received $68.00 for cash sales. 

Paid $1.00 for telegram. Debit Administrative Expense. 

27. Sold R. O. Burns, Richmond, terms 30 days net, i serving table per sales 

invoice No. 864, $16.00. 
Received $8.01 from the C. & O. Ry., rebate on freight paid on the 15th. 
Withdrew $418.00 from the bank to pay the following: pay roll, $200.00; 

W. H. Mitchell, $108.00, and J. R. Gobel, $110.00, for personal use. 
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29. Received check from E. E. Frank in payment for draft accepted on the i8th. 
Received $75.60 for cash sales. 

Sold O. H. Roth, 406 Lincoln Ave., City, terms net 60 days, i chiffonier per 
sales invoice No. 865, $43.00. 

30. Bought from Hasselbarth-Wheton Co., Utica, terms 2/30, n/60, furniture 

per purchases invoice No. 161, $451.70. 
Gave the Connersville Furniture Co. a check in full of account, less discount. 
Received a check from the Just Rite Furniture Co. in full of account. 

31. Received from R. R. Phillips his 30-day note dated December 14, with interest 

at 6% from date, in full of invoice dated October i6. 
Paid freight on furniture purchased, $78.76. 
Credit each partner's personal account with $200.00, salary for the month. 

Debit § 155 for J. R. Gobel's salary and § 152 for W. H. Mitchell's salary. 

When the foregoing transactions have been recorded, proceed as follows: 

1. Prove cash (balance, $3,600.17). 

2. Post from all books of original entry, including the totals of the special 
columns, and take a Trial Balance. Allow four lines for each new account op)ened. 

Retain the Trial Balance and all books of account for use in Exercise No. 80. 

QUESTIONS 

1. (a) What accounts are debited and credited with the total of the purchases 

journal at the end of the month when a controlling account is kept with 
Account.*" Payable? (b) What accounts are affected if no controlling ac- 
count is kept? 

2. (a) What accounts are (iebited and credited with the total of the sales journal 

at the end of the month if a controlling account is kept with Accounts 
Receivable? (b) What accounts are affected if no controlling account is 
kept? 

3. Why is the balance of cash on hand at the beginning of the month deducted 

from the total of all the columns on the receipts side of the cash book be- 
fore posting the cash receipts for the month? 

4. (a) If there are 312 business days during the year and cash sales are recorded 

on the receipts side of the cash book each day, how many entries will be 
required to record and post these cash sales if the Trial Balance is made 
monthly and a special column is provided for cash sales on the receipts side 
of the cash book? (b) How many entries would have been required, in- 
cluding the posting, if the special column had not been used? 

The term "entry" here refers to the writing of the amount for each cash sale and each total, 
both in the cash book and the ledger. 

5. What entry will be required in the general journal for a $500.00 note received 

from S. J. Shook in full of account on January 9 if this note is described as 
No. 50 in the notes receivable book? 

6. How does the bookkeeper prove that the notes payable record is correct as 

compared with the Notes Payable account? 

7. If all cash received is deposited in the bank, what relation does the pass book 

have to the entries on the receipts side of the cash book? 

8. How does the bookkeeper reconcile the bank statement with his bank ac- 

count on the check stub? 

9. What is the purpose of the insurance policy record? 

10. Describe in detail the method of proving cash with a cash book ruled similar 
to Illustrations Nos. 71 and 72. 



Chapter XIX 

BUSINESS FORMS AND VOUCHERS 

The Purpose of this Chapter is to explain and illustrate business forms and 
vouchers which have not been discussed in previous chapters. The student needs 
to understand the various business forms which represent transactions in business 
if he is to record the transactions correctly. 

§ 176. Each Transaction is represented to the bookkeeper by a business 
form or voucher, as explained in Chapter IX. When the bookkeeper has recorded 
the transaction from the facts ^iven in the business form, it is filed for future refer- 
ence. The purchases order, invoice, receipt, deposit ticket, check, bank draft, 
cashier's check, money order, draft, and note were discussed and illustrated in 
previous chapters; others are explained and illustrated in this chapter. 

§ 177. A Business Letter is a written communication relative to a trans- 
action to be completed or confirming the completion of a transaction. The subject 
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DEALERS IN ^^''^.T"*"*. 

Hay.Grain.Feed and Coal 



AS REPNKtCNTia 



€lNCIXX/Vn,OHIO, April 7, 192 



Toung & Doyle » 
1306 Grand Aye, , 
Cincinnati, 0Mo« 

Oantlemen: 

Replying to your letter of thla date aekinff for 
prloe on 5o. £ Hay In carload lots, will quote you |l5*00 
per ton, delivered at your place of buainesB. We have a 
oar In the yards and c<in have it plaoed on your siding to- 
morrow* 

Please advise us at once, as we could not nake 
this price unless we were permitted to unload the oar at 
your warehouse* 

Sincerely, 

C. W. KEEUKD & CO. 

S/K per( 




Illustration No. 77, Business Letter. 

EXPLANATION. This letter is written on the letterhead of the firm and is a reply to an 
inquiry for price on hay in carload lots. The letter has been reduced about one-third in size. 
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matter in the business letter should be explicit and so arranged that the reader 
may easily interpret its meaning. If the nature of the letter is such that the facts 
given therein will be needed for the completion of the transaction or the interpreta- 
tion of the transaction completed, a copy of the reply should be attached to the 
letter and filed for convenient reference. The answer to the business letter should 
not be written on the letter itself because this would necessitate its being returned, 
hence the writer would not have a copy of the letter or the answer in his files. No 
special form of business letter is necessary, but the arrangement should be such 
that the facts stated in the letter may be clearly set forth, as in Illustration No. 77. 

§ 178. A Certified Check is a personal check, payment of which is guar- 
anteed by the bank authorized to pay it; this guarantee is effected by the cashier 
or other official of the bank writing across the face "Certified" together with the 
name and official title of the officer making certification. Without certification 
the holder of a check does not know that it will be paid upon presentation; with 
certification the holder knows that it will be paid upon presentation. The form 
of certification is shown in Illustration No. 78. The drawer or the holder of a 
check may have it certified. Certified checks are used as a bond to guarantee 
fulfillment of a contract, in settlement of notes payable at a bank other than the 
one on which the check is drawn, in payment of real estate when purchased, pay- 
ment of judgment in courts, and in other cases where it is necessary for the holder 
to know that the check will be paid upon presentation. 




Illustration No. 78, Certified Check. 

§ 179. A Bill of Lading is the receipt issued by a transportation company 
for merchandise or other property received by it for shipment. The Interstate 
Commerce Commission, which has sup)ervision of all railroads in the United States 
doing an interstate business, requires three copies of the bill of lading for each 
shipment, each copy to conform to the requirements imposed by the Commission. 
These three copies are described as "original", "shipping order," and "memoran- 
dum." The size is 8^^ x 7 or S}/^ x 11. See Illustration No. 79 on pages 191, 192, 
193 and 195. 

When a shipment is to be made by freight, the shipper prepares the three 
bills of lading; by the use of carbon paper the three copies may be made at the 
same time. The three forms are arranged in the following order: (i) original, 
(2) shipping order, and (3) memorandum. The original and shipping order are 
presented to the agent of the transportation company with the merchandise to be 
shipped, and, when this is accepted for shipment, they are signed by him. The 
agent retains the shipping order and the shipper retains the original. The original 
should be mailed to the consignee — that is, the one to whom the merchandise was 
shipped — because the merchandise in transit belongs to him and he holds the trans- 
portation company responsible for its delivery. If the merchandise is delivered 
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•f ilali<rf| al lald dettination, if on lu own road or ita own watar lino, otiwrwiao to dclnror to another carrier on tho route to said 
ikiaOnatlua. It la niatiiaUy agraod, a« to «a^ career of ^ or any of aald property oear all or any portion of said route to deatin- 
•tiea. and aa to aach party at any tana taitemtad In all or any of ' 



id aa to each party at any tana taitemtad In all or any of aaid property, that every aervka to bo performed hereunder 
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" which are hereby agreed to by the awipper and aecepted for hiwaelf and hii aMignt. 
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Illustration No. 79, Original Straight Bill of Lading. 
(For back, shipping order and memorandum see pages 192, 193 and 195.) 

promptly and in good condition, the consignee may not be required to present 
the bill of lading, but, if it is received in ''bad order" or is lost in transit, the con- 
signee will have to submit the original bill of lading as evidence of his ownership 
of the merchandise. The transportation company will adjust with the consignee 
any claims for damages or loss to the merchandise while in transit. 

The memorandum is retained by the shipper as evidence of the shipment. 
In case the merchandise shipped is not delivered promptly, the consignee may 
request the shipper to ask for a "tracer." This tracer is a written communication 
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Illustration No. 79 — Continued. Reverse Side of Straight Bill of Lading. 
{For front of bill of lading, see page 191.) 
from the agent who received the shipment to the agent to whom it is consigned, 
or the agents at transfer points between the shipping point and destination. 

There are two forms of bill of lading, "straight" and "order." The straight 
bill of lading is used when the merchandise is shipped to the consignee on open 
account, or when he pays for the merchandise before it is shipped. The order 
bill of lading is used when the merchandise is shipped by freight collect on delivery; 
that is, when the consignee is not to have possession until he pays for the mer- 
chandise. Illustration No. 79 (pages 191, 192, 193 and 195) shows the three copies 
required in connection with a straight bill of lading; the order bill of lading is 
shown in Illustrations Nos. 84 and 85. 
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THIS SHIPPING ORDER 
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EXPLANATION. The shipping order is the same size as the original bill of lading illus- 
trated on page 191 ; it is not all repeated here because that part not shown is the same as on page 
191. 

§ 180. A Credit Bill is a receipt in invoice form, setting forth in detail the 
nature of the credit for which it is issued. A credit bill may be rendered for cash, 
merchandise returned, an allowance, service, or anything of value with which the 
account of the one to whom it is sent has been credited. The forms provided for 
credit bills are usually printed with a different colored ink from the sales invoice 
forms. Illustration No. 80 shows one form of credit bill. 



CREDIT BILL 



C. W. KEELAND & CO 

OKALER8 IN 

HAY, GRAIN, FEED 
AND COAL 




WE -laCOlT YOUR ACCOUNT A« POLLOWJl 
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Illustration No. 80, Credit Bill. 

§ 181. A Telegram is a communication or message sent by means of a 
telegraph company. The rate for transmitting a message is based on a minimum 
number of words and the time of sending. There are four classes of telegrams: 
the fast day message, day letter, night message, and night letter. 

If I. A Fast Day Message is accepted by the telegraph company to be sent 
as soon as received and delivered at its destination as soon as received. The rate 
is based on ten words with a fixed charge for each word in excess of ten. See 
Illustration No. 81. 

f 2. A Day Letter is accepted by the telegraph company to be sent some 
time during the day and delivered when received at its destination. Fast day 
messages take precedence over day letters both in the sending and the delivering. 
The rate is based on fifty words with a fixed charge for each word in excess of fifty. 
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BUSINESS FORMS AND VOUCHERS 



POSTAL TELEGRAPH - COMMERCIAL CABLES 1 


CLASS OF SERVICE DESIRED 


CLARmCK N. MACKAV. mCSIDlin' 

TELEGRAM 

THE POSTAL TElEmnCMU GOHPMY PMOVOMTEPl 
TRANSMrrS AND DEUVERS THIS HESSAfiE SUUECT TO TNE 
TERMS AND CONDITIONS PRINTED ON TNE RACK OF TNB RLANK. 


RCCEIVCRV MUMBKR 


rAST DAY TCUCRAM 


z 


NIOMT TCLCOfUM 


IXOPM>. 


CHECK 


NIOHT LCTTCRORAM 
THE SCNOER MUST MARK AN 


SITE THE CLASS OF SERVICE OESIREO; 

OTHERWISE THE TELEGRAM 

WILL BE TRANSMITTED AS A 

FAST DAY TELEGRAM 


TIME riLCO 



SEND (A« flawing Tmlmmrmm, tmhjmet tm f A« 
ttrma on hack htrmof, whUh or* hmr^hy agrttd fe 



Short BroB. , 

Cleyelaad. 



IV»at 



CincinQatl. Ohio., May 12, 19£ 



Number one corn sixty seven cents bushel f. o. b. oars here. 



C. W. KEELED & CO. 



ISEPAID 



Illustration No. 8i, Fast Day Message, ^ i. 

If 3. A Night Message is accepted by the telegraph company to be sent 
during the night and delivered the next morning. The rate, which is based on 
ten words with a fixed charge for each word in excess of ten, is less than that for 
the fast day message. 

^4. A Night Letter is accepted by the telegraph company to be sent during 
the night and delivered the next morning. The rate, which is based on fifty words 
with an extra charge for each word in excess of fifty, is the same as that for the 
fast day message. 
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WESTERN UNION 
TELEGRAPH CO. 

TELEGRAM 



NCWCOMS CARLTOM. RnM^miS 



GCOROK W. C ATKINt, rifM 




Stnd th« following mcMage, subject to the terms 
00 back hereof, which are hereby aSreed to 



Anderson, Peck & Fowler, 



Cincinnati, OhiOt May 14, 192 



Clinton, N. Y. 

Fast freight Short Bros., Cleveland, one car number one corn, 
and W. H. Ingram, Fittsburg, one car number one hay. Show 
freight rate on bill of lading sent each consignee. Send 
invoice to us and charge to our account. Advise us freight 
rate on each shipment. 



FBEPAID 



C. W. KEELAHD & CO. 



Illustration No. 82, Night Letter, If 4. 
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EXPLANATION. The position of the three forms of the bill of lading is illustrated by pages 
191 f 193 and 195; these pages contain all the information for the three forms, that part omitted on 
forms two and three being shown on pages 191 and 192. 

§ 182. Statement of Account. It is customary for business concerns to 
send each customer a statement of his account on the first of the month. The 
purpose of this statement is to permit the customer to audit his account and report 
any discrepancies. The information given on the statement is obtained from the 
ledger account with the customer to whom it is sent. The statement should show 
(a) the balance due from the customer at the beginning of the month, (b) the date 
and amount of each debit entry, (c) the date, nature, and amount of each credit 
entry, and (d) the balance due from the customer at the end of the month. 

On the first of the month the business will usually receive a statement from each of its creditors 
showing the transactions completed during the month. The statement should be compared with the 
account with the creditor and errors reported promptly. 
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Illustration No. 83, Statements of Account. 

EXPLANATION. The statement at the left was prepared from a ledger account showing 
two debits and no credits and the one at the right from a ledger account showing a balance from 
a preceding month, a debit and two credits. 

Exercise No. 72, Business Letters and Credit Bill 

March 17, Rice Bros., Clinton, returned to the Julian Shoe Company, New 
York, six pairs shoes which were billed at $6.20 per pair in invoice of March i. 
The shoes were returned because the sizes were not according to specifications 
in the order. Credit is asked for the value of the shoes. 

1. Prepare on a sheet of paper 8^ inches by 11 inches, the letter which 
Rice Bros, would write, signed ''Rice Bros." by your name. 

2. Prepare on a sheet of paper 8>^ inches by 11 inches, an answer to this 
letter under date of March 25, acknowledging receipt of the shoes and enclosing 
credit bill. 
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Exercise No. 73, Straight Bill of Lading. 

July 7 the Evans Bros. Hardware Company, 519 Broadway, Cincinnati, 
shipped via B. & O. freight to Wolf & Church, 305 Main St., Marysville, Union 
County, Ohio, 10 kegs nails, 100 lbs. each; i case, 12 gal. paint, 125 lbs.; I case, 
2 doz. picks, 75 lbs.; i bundle containing 2 doz. handles, 25 lbs.; i case containing 
I doz. shovels, 30 lbs. 

Rule a sheet of paper similar to the illustration on page 191, and write on this 
in the proper position the information required to prepare the bill of lading for 
this shipment. It will not be necessary to make the two extra copies nor to copy 
the printing in the illustration. 

Exercise No. 74, Statements of Account. 

Render a monthly statement for each of the following accounts under date 
of November i : 
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Use blank statements of account which may be purchased from a stationer^' 
store, or blank forms used by a local merchant; if neither of these is available, 
rule paper similar to one of the statements in Illustration No. 83. Use your name 
as the name of the merchant who is rendering the statements. 

QUESTIONS 

1. (a) Why should a copy of each letter written be retained? (b) Why should 

this copy be filed? (c) Why should the letter which it answers be filed 
with it? 

2. (a) Why does a merchant send each of his customers a statement on the 

first of the month? (b) What facts are shown on each statement? 

3. Why are statements of account usually rendered on the first of the month? 

4. What term is used to describe the receipt issued by a transportation company 

for merchandise accepted by it for shipment? 

5. Why are the railroad companies required to use a uniform size blank for 

issuing receipts for merchandise accepted for shipment? 

6. What information should be given in the receipt issued by a transportation 

company for merchandise accepted for shipment? 

7. Why would the City National Bank require certification of a check drawn 

on the First National Bank, and presented to it in payment for a note 
which it holds? 

8. Why would it be advisable for an individual who wished to open an account 

with the bank, using a check as his first deposit, to have the check certified 
before presenting it for deposit? 

9. Is there any distinction between the terms "business form" and ^Voucher?" 
10. Why should the bookkeeper file each business form or voucher which serves 

as a basis for the bookkeeping record? 



Chapter XX 

GENERAL INFORMATION 

The Purpose of this Chapter is to explain trade customs and bookkeeping 
procedure with which the student of bookkeeping should be familiar. The student 
cannot be expected to record correctly transactions involving discount because 
of prompt payment unless he thoroughly understands the subject of merchandise 
discount. Each student should know the method of procedure followed by ex- 
perienced bookkeepers in detecting and correcting errors. 

§ 183. Terms on Invoices. When merchandise is sold on account, a 
definite date of settlement is expressed or implied. If the date of settlement is 
not expressed, it is usually implied that the amount is due on the first of the follow- 
ing month. When a specific date of settlement is agreed upon, or when discount 
is allowed for payment within a specified time, this information is written on the 
invoice. Space is usually provided on the invoice after the word "Terms" for all 
information in regard to the terms of sale. Thus, ''30 days" indicates that the 
amount of the invoice is due thirty days from the date of the invoice; *'2/io, n/30" 
indicates that the full amount of the invoice is due thirty days from its date, but 
if the purchaser pays it within ten days from the date, a discount of 2% may be 
deducted from the amount of the invoice; an invoice rendered September i with 
**5/io, 3/30, n/60" written after 'Terms" indicates that the seller has given the 
buyer sixty days from September i for full settlement of the invoice, or will allow a 
discount of 5% if paid within ten days or a discount of 3% if paid within thirty 
days from September i. 

§ 184. Payment of Invoice Subject to Discount. When the purchaser 
pays an invoice subject to discount within the terms of the purchases invoice, he 
ascertains the amount of the check by deducting from the amount of the invoice 
the discount mentioned in the terms. Thus, if the terms are 2% 10 days, and 
the amount of the invoice, $150.00, the check would be written for $147.00. The 
one issuing the check debits the firm to whom it is issued for the full amount of 
the invoice ($150.00), and credits Cash for amount of the check ($147.00) and 
Purchases Discount for the amount of the discount ($3.00). The one who 
receives this check debits Cash for the amount of the check ($147.00) and Sales 
Discount for the amount of the discount ($3.00), and credits the account with 
the drawer of the check for the full amount of the sale ($150.00). 

If only a part of an invoice subject to discount is paid within the terms of the 
bill, the same accounts are affected, but it is necessary to divide in order to ascer- 
tain the amount with which the creditor's account is debited. Thus, if the amount 
of the payment is $98.00 and the terms are 2%, the creditor will be debited with 
$100.00 and he in turn will credit his customer with $100.00. It is necessary to 
divide because each 98c paid represents a dollar in value. 

When an invoice subject to discount is paid in full, multiply the amount of 
the invoice by the discount mentioned in the terms to ascertain the amount of the 
discount. When a partial payment is made on an invoice subject to discount, 
divide the amount of the payment by 100% less the rate of discount; the quotient 
will be the amount to be debited to the creditor's account; the amount of the dis- 
count is ascertained by subtracting the payment from the amount debited to the 
creditor's account. 
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§ 185. Collecting Notes and Drafts. The holder of a note or an accepted 
draft may require the maker or drawee to pay the note or acceptance at his office or 
at a bank. Where the holder and the maker reside in the same city, it is customary 
for the holder to leave the note for collection with the bank at which he does busi- 
ness. Where the holder resides in a different city from that of the maker or drawee, 
the collection may be made through the bank at which the holder does business 
or a bank in the same city in which the maker or drawee resides. As a rule the 
maker of a note will give the name of the bank at which he does business as the 
place of payment, and the drawee of a draft will accept it as payable at the bank 
which presents it for acceptance. When the name of the bank is specified in the 
note, the holder should leave the note or draft at this particular bank before the 
due date. The endorsement of a note or time draft left for collection should be 
qualified by writing 'Tor collection" as explained in § 85, % 4. 

A sight draft is usually made payable to the bank which is to collect it — 
that is, the bank at which the customer does business or one in the same city. 
If the collecting bank collects the sight draft, the drawee retains the receipted 
draft as his receipt and the collecting bank pays the drawer with bank draft or 
cashier's check (§§ 81 and 82). If the drawee refuses to pay the sight draft, the 
bank returns it to the drawer. 

It is customary for banks to charge a small fee for collecting notes, time drafts, and sight 
drafts. If this fee is paid by the holder it is an expense to him; the amount may be debited to 
Administrative Expense or to an account with Collection and Exchange. 

§ 186. Exchange is a term applicable to a sight draft drawn by one bank on 
funds deposited with another bank; it is sometimes referred to as a bank draft. 
Exchange takes its name from the city in which the bank on which it is drawn is 
located. A bank draft drawn on a bank in New York City is referred to as "New 
York exchange'* ; a bank draft drawn on a bank in Chicago, as "Chicago exchange," 
etc. When the bank on which the draft is drawn is located in the same country, 
the draft is designated as "domestic exchange"; when it is located in a foreign 
country, as "foreign exchange." Domestic exchange is represented by one draft; 
foreign exchange may be represented by one draft or three; if three drafts are 
drawn, each is sent by a different route with instructions to the effect that when 
one is paid the other two are not to be paid. 

Exchange is due to the volume of business in the large cities. New York City 
sells far more merchandise to merchants throughout the world than the merchants 
throughout the world sell to New York City. By requiring each merchant who 
buys merchandise from New York to pay for the same with a check on a bank in 
New York, much time can be saved in the collection of these checks. Since busi- 
ness concerns in New York usually insist on customers paying their obligations 
with checks on banks in New York, practically every bank in the United States 
has funds on deposit with a New York bank so that the customers of the bank 
may be provided with New York exchange when they wish to purchase it for re- 
mitting to creditors in New York. 

A small fee is usually charged by the bank issuing the exchange to cover the interest and the 
expense in connection with issuing the exchange. This charge is an expense to the purchaser of the 
exchange; it is debited to Administrative Expense or to an account with Collection and Exchange. 

§ 187. C. O. D. Shipments. When the purchaser agrees to pay for the 

merchandise on delivery, the terms are designated as *'C. O. D.," an abbreviation 
of *'cash on delivery." When the customer to whom the merchandise is sold on 
C. O. D. terms resides in the same city, collection can be made by the messenger 
who delivers the merchandise; if the customer resides in another city, it is necessary 
to have the transportation company collect for the merchandise before making 
delivery. The postmaster collects for C. O. D. parcel post shipments, the agent of 
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Illustration No. 84, Front of Order Bill of Lading. 
EXPLANATION. This form is used when a shipment is sent by (reight C. O, D. 

the express company for C, 0, D. express shipments, and the bank for C. 0. D. 
freight shipments. When the terms are C. 0. D. and the purchaser resides in 
another city, the seller should collect part payment; otherwise he may lose the 
transportation charges both ways should the shipment be refused and returned. 
H I. Freight Shipments. When a C. O. D. shipment is made by freight, the 
package is addressed to the shipper at the address of the consignee with a notation 
to notify the consignee. An "order" bill of lading (§ 179) is signed by the agent 
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Illustration No. 85, Reverse Side of Order Bill of Lading. 

EXPLANATION. This shows the back of the order bill of lading with the endorsement 
necessary. The shipping order and memorandum are the same as those illustrated at the top of 
pages 193 and 195, hence are not repeated. That part of the conditions not shown in this illustration 
IS the same as the conditions for the straight bill of lading on page 192. 

of the receiving railroad and the merchandise forwarded to its destination, where 
it will be held by the agent of the railroad until the consignee presents the original 
bill of lading. The shipper must get this original bill of lading into the possesion 
of the consignee, but at the same time he must secure payment for the merchandise 
before it is delivered; this is effected through a bank. The seller draws a sight 
draft for the amount of the sale, attaches it to the original bill of lading, and sends 
these for collection to a bank in the city where the purchaser resides. When the 
bank receives this draft and bill of lading, it notifies the drawee, who secures the 
bill of lading by paying the draft. The purchaser presents the original bill of 
lading to the agent of the railroad and receives the merchandise. The bank remits 
the amount of the draft to the seller. If the purchaser does not pay the draft, it 
will be returned to the drawer (seller) and the merchandise will remain in the 
possession of the agent until he receives instructions from the seller as to its disposi- 
tion ; this accounts for the suggestion that the seller collect a part of the value of 
the merchandise before making shipment. 

The "order" and "straight" bills of lading are discussed in § 179. The form is practically 
the same except that the order bill of lading contains space on the back for the endorsement, as it 
is necessary for the shipper to endorse it in order to transfer title to the consignee. 

If 2. Express Shipments. When a C. O. D. shipment is made by express, 
the express company will not deliver the merchandise until the purchaser pays the 
charges and value of the shipment. The sales invoice is not sent to the customer 
but is enclosed in an envelope (Illustration No. 86), which is attached to the pack- 
age. When the merchandise arrives at its destination the express company agent 
will hold it until the consignee pays the amount of the invoice in the envelope. 
After the consignee has paid the amount of the invoice, he secures possession of 
the merchandise; the express company agent places in the envelope an express 
money order (Illustration No. 64) for the amount of the collection and returns the 
envelope to the shipper. The shipper should specify that the consignee is to pay 
the charges for issuing the money order sent in payment for the C. O. D. shipment; 
otherwise, the express agent issuing the same will deduct the amount from the 
amount of the invoice. 

If 3. Parcel Post Shipments, When a C. O. D. shipment is made by parcel 
post, a special ticket provided by the Post Office Department is attached to the 
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Illustration No. 86, Both Sides of C. O. D. Express Envelope. 
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Illustration No. 87, Both Sides of Tag for C. O. D. Parcel Post Shipment. 
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package. This ticket shows the amount to be collected before delivery is made. 
When the merchandise arrives at its destination, the postmaster at that point will 
not deliver it until the consignee pays the amount mentioned on the ticket. When 
the consignee pays for the merchandise, the postmaster will send the shipper a 
post-office money order for the amount of the sale. 



§ 188. Method of Recording G. O. D. Shipments. When the terms are 
G. O. D., the sale is recorded in the sales journal in the same manner as a sale on 
account. The amount of the sale may be debited to the account with the customer 
or to a **C. O. D. Shipments" account. Since ''G. O. D." applies to tHe terms of 
payment in the same manner as ''3/10, n/30" applies to the terms of payment, it 
is the better practice, especially where the sales are made to regular customers, to 
record the amount of the sale in the account with the customer. When this plan 
is followed, it is necessary to keep a supplementary record of the G. O. D. shipments 
so that the bookkeeper may know at all times that the proper attention has been 
given to each shipment. When the value of G. O. D. shipments is recorded in an 
account with *'G. O. D. Shipments," the name of the customer is written in the 
explanation column on the debit side of this account; when remittance is received 
for the shipment, the entry is made on the same line on the credit side. Where an 
account is kept with G. O. D. Shipments, it is best to have separate accounts with 
those made by freight, express, and parcel post, in which case the captions of the 
accounts may be '*C, O. D. Freight Shipments," "G. O. D. Express Shipments," 
and "G. O. D. Parcel Post Shipments;" the caption may be the name of the rail- 
road company, the local express company, or the post office. 

§ 189. How to Correct Errors. Errors in recording transactions in a book 
of original entry or in posting should not be made, but when they occur, must 
be corrected. Errors in recording transactions in a book of original entry should 
be corrected by an entry in the general journal; errors in posting may be corrected 
by drawing a red line through the figures only and writing the correct amount 
above. Do not erase in a book of original entry. 



§ 190. Arrangement of Accoutits in the Ledger. The accounts in the 
ledger are arranged in the same order as they appear on the Balance Sheet and 
Statement of Profit and Loss to facilitate the preparation of these reports. This 
arrangement is shown in the illustrations of the ledger in this text and fn the outline 
of accounts needed to record the transactions in the practice sets. Accounts with 
customers should be kept in an accounts receivable ledger and controlled by the 
Accounts Receivable account in the general ledger. Accounts with creditors 
should be kept in the accounts payable ledger and controlled by the Accounts 
Payable account in the general ledger. 



§ 191. Index to the Ledger. The position of each account in a ledger 
should be indicated in the index so that the bookkeeper may readily locate it. 
The method of indexing will depend entirely upon whether a loose-leaf or bound 
ledger is used. No matter which form of ledger is used, the bookkeeper should 
indicate the location of a new account in the index at the time the account is 
opened ; otherwise, he will be sure to have trouble locating it when the information 
recorded in the account is needed. The purpose of the discussion at this time is 
to impress the student with the importance of indexing at the time accounts are 
opened and not to describe the various forms of ledgers in use. 
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§ 192. Detecting Errors in a Trial Balance. If the Trial Balance does 
not balance it indicates an error in (i) posting, (2) additions or forwarding in 
the books of original entry, (3) additions or subtractions in the ledger, (4) trans- 
ferring the amounts from the ledger to the Trial Balance, or (5) addition of the 
Trial Balance. The error can be detected only by checking the work; the process 
of checking should be the reverse of its completion — that is, (i) addition of the 
Trial Balance, (2) amounts transferred from the ledger to the Trial Balance, (3) 
additions and subtractions in the ledger, (4) additions and forwarding in the books 
of original entry, and (5) posting. The checking should be indicated by check 
marks similar to those in the illustrations of the books of original entry and ledger 
for the first month in the Model Set, Chapter VI. 

The careful bookkeeper, before checking, will look for an amount equal to the error or to 
one-half the error, and ascertain if the amount is divisible by nine. Failure to post an amount 
equal to the error would result in the amount of the error. Posting an amount equal to one- 
half of the error, to the wrong side of an account, would result in the amount of the error. If the 
amount of the error is a multiple of nine (divisible by nine without a remainder), it may indicate trans- 
posed figures Any number composed of two figures, the difference between which is the same as 
the result of dividing; the error by nine, when transposed, will give the amount of the error. Thus. 
if the Trial Balance is out of balance 45c, it may indicate that an amount of 5c has been posted as 
50c, i6c as 6ic, 27c as 72c, 38c as 83c, 49c as 94c, 50c as 5c, 6ic as i6c, 72c as 27c, 83c as 38c or 94c 
as 49c. Forty-five divided by nine equals five; the difference between the first and second figures 
in each amount in the prececling sentence is five. 

Exercise No. 75, Recording Transactions Inyolying Merchandise Discount. 

The following transactions relative to purchases and sales of merchandise 
and payments and receipts thereon were completed during the months of April 
and May. Record these transactions in journal form (on a sheet of journal paper). 
post to the ledger and take a Trial Balance. 

April I. Bought from the L. H. Mabley Mfg. Co., Kalamazoo, merchandise 

per purchases invoice dated March 25, $162.95; terms, 3 /lo, n /30. 

3. Sold M. D. Puterbaugh, City, merchandise per sales invoice of this 

date, $429.86; terms 4 /lo, n /30. 

4. Sent the L. H. Mabley Mfg. Co., check for purchases invoice of March 

25, less discount. 
10. Bought from the Union Mfg. Co., Chicago, merchandise per purchases 
invoice dated April 7, $529.48; terms, 3/30, n/60. 

13. Received a check from M. D. Puterbaugh for $200.00 to apply on sales 

invoice of April 3. 

30. Bought from Anderson & Mumford, Crawfordsville, merchandise per 

purchases invoice dated April 28, $1,642.87; terms, 5/10, 3/30, n/60. 
May 4. Sold Charles Crawford, City, merchandise per sales invoice of this date, 

$629.52; terms, 3/10, 2/30, n/90. 

5. Sent the Union -Mfg. Co., check in full for invoice of April 7. 

6. Sent Anderson & Mumford check for $800.00 to apply on purchases 

invoice dated April 28. 
10. Sold Wilbur York, City, merchandise per sales invoice of this date, 
$1,263.48; terms, May 20 — 2/10, 1/30, n/60. 

14. Received a check from Charles Crawford for $200.00 to apply on sales 

invoice of May 4. 

25. Bought from Davis Bros., Akron, merchandise per purchases invoice 

dated May 20, $2,992.50; terms, 4/10. 2/30, n/90. 

26. Sent Anderson & Mumford a check for $776.74 in full of account. 

28. Sent Davis Bros, a check for $1,000.00 to apply on purchases invoice 
dated May 20. 

31. Received check for $150.00 from Charles Crawford to apply on sales 

invoice of May 4. 
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Exercise No. 76, C. O. D. Freight Shipment. 

December lo the Whitaker Paper Company received an order from Marsh 
Bros, of Atlanta for five dozen boxes of Christmas stationery to be shipped by 
freight, with instructions to rush the shipment and send C. O. D. unless it was 
desired to extend credit. The Whitaker Paper Company had had no previous 
dealings with Marsh Bros., and as it was a rush order, they sent it C. O. D. The 
sale was entered on December ii as sales invoice No. 36475^ total $82.50, the 
price being $16.50 per dozen. The draft and bill of lading were sent to the Atlanta 
National Bank for collection. 

Prepare (a) the sales invoice; (b) the original bill of lading; (c) the draft 
payable at the Atlanta National Bank; and (d) show the marking on the case. 
Use blank paper ruled similar to Illustrations Nos. 50, 68, and 84 unless blank 
forms are available; the original only of the bill of lading need be prepared. 

Exercise No. 77, Arrangement of Accounts. 

Arrange the following accounts in the order in which they should appear in 
the ledger as explained in §§ 164 and 190. 

J. W. Macon, Capital Notes Payable Selling Expense 

Office Equipment Purchases Discount Interest Earned 

Interest Cost Cash Inventory 

Reserve for Depreciation of Delivery Equipment Notes Receivable 

Delivery Equipment Sales Returns J. B. Hill, Capital 

Accounts Receivable Freight In Sales Allowances 

J. W. Macon, Personal J. B. Hill, Personal Purchases Returns 

Administrative Expense Purchases and Allowances 

Sales Sales Discount Reserve for Depreciation of 

Reserve for Doubtful Accounts Payable Office Equipment 

Accounts 

QUESTIONS 

1. What is the least amount that will be required to pay an invoice of $1,651.75, 

terms 3/10, 2/30, n/60? 

2. What is the amount of the debit for a payment of $362.50 on an invoice, 

terms 3/10, n/60, the payment being made within ten days from the date 
of the invoice? 

3. (a) What is the due date of an invoice with the terms Feb. I, 1922, 3 /lo, n /60? 

(b) When should check be sent in payment of this invoice in order to secure 
the discount? 

4. Why is it advisable for the drawer of a draft to make it payable at the bank 

where the drawee does business and send it to this bank for collection? 

5. What procedure should John Smith of Chicago f(5llow if he wishes to collect 

a note signed by Henry Jones of Atlanta, Georgia, made payable at the 
Atlanta National Bank? 

6. Why do merchants and manufacturers in New York City require their cus- 

tomers to. send checks payable on New York banks in payment for mer- 
chandise sold them? 

7. Why will a bank in Dallas, Texas, accept a check payable on a bank in New 

York at its face value? 

8. What will be the marking on a case of merchandise shipped by freight C. 

O. D. to A. R. Dodd, Hope, Ark., by Roberts Bros., Decatur, 111.? 

9. How does the seller collect for a C. O. D. freight shipment? 

10. Why is it advisable to arrange the accounts in the ledger in the same order 
as they appear on the Balance Sheet and Statement of Profit and Loss? 



Chapter XXI 

ACCRUALS AND DEFERRED ITEMS 

The Purpose of this Chapter is to explain the method of recording those 
assets and liabilities which are not shown by accounts at the close of the fiscal 
period. These are usually referred to as accrued assets, accrued liabilities, deferred 
charges to operation, and deferred credits to income. Accrued assets result from 
obligations owed to the business on account of income earned during the current 
fiscal period but not due and payable until a succeeding fiscal period. Accrued 
liabilities result from services rendered to the business during the current fiscal 
period but not due and payable until a succeeding period. Deferred charges to 
operation refer to property or services purchased by the business during the cur- 
rent fiscal period which will not be consumed until a succeeding fiscal period. 
E>eferred credits to income refer to the income which has been received during the 
current fiscal period but which will not be earned until a succeeding fiscal period. 

§ 193. Accrued Interest Earned is an accrued asset resulting from accrued 
interest on interest-bearing notes which are not due and payable until a succeeding 
fiscal period, and on past-due notes and accounts receivable. This may be illus- 
trated as follows: a note for $900.00, dated October 2, due in four months, with 
interest at 6% from date, is accepted from a customer in payment of his account. 
At the close of the fiscal period, December 31, this note is worth $913.50 (face of 
note $900.00, interest $13.50). When the Balance Sheet is prepared on December 
31, the book value of the note, as recorded in the Notes Receivable account, is 
only $900.00 because the interest has not been recorded, it being customary not 
to record interest until collected. If the Balance Sheet is to show the true value of 
the assets belonging to the business and the true proprietorship of the business, 
it will be necessary to record the $13.50 interest and to show it on the Balance 
Sheet as a part of the assets. Interest accrued on notes receivable and accounts 
receivable is recorded at the close of the period in an account with Accrued Interest 
Earned. 

ACCRUED INTEREST EARNED ACCOUNT 

§ 194. The Purpose of this Account is to show the asset resulting from 
accrued interest on notes receivable and accounts receivable. This account is 
opened only at the close of the fiscal period. 

Debit the Accrued Interest Credit the Accrued Interest 

Earned Account: Earned Account: 

^ I. At the close of each fiscal period, If 2. After the ledger is closed, for the 

for the amount of accrued amount shown on the debit 

interest on notes receivable side; or for the amount of 

and accounts receivable. accrued interest when col- 

lected in the next fiscal period. 

If 3. The Balance of the Accrued Interest Earned Account shows the amount 
due the business for interest which has not been collected ; it is one of the current 
assets of the business and is shown as such on the Balance Sheet (111. No. 92). 
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§ 195. Entry to Record Accrued Interest Earned. As explained in the 
preceding discussion, the amount of the accrued interest earned should be shown 
on the Balance Sheet in order to show the true assets and true proprietorship of 
the business. Since the facts shown on the Balance Sheet should also be recorded 
in accounts on the ledger, it is necessary to record the amount of the accrued in- 
terest in the general journal and post it to the proper account in the ledger; this 
entry is usually referred to as one of the adjusting entries (§ 46, If 4) because its 
purpose is to record in an account the value of an asset which does not appear on 
the ledger. Applying this to the accrued interest in § 193, the record in the 
general journal will be as in the illustration below. 
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Recording the asset Accrued Interest Earned increases the income from in- 
terest the same as if cash had been received for the interest. When this entry is 
posted, the $13.50 will appear as an asset on the debit side of the Accrued Interest 
Earned account, and as an income on the credit side of the Interest Earned account. 

§ 196. Entry to Close the Accrued Interest Earned Account. The 

accrued interest earned may be allowed to remain in the Accrued Interest Earned 
account until the interest is collected, or the balance of this account may be trans- 
ferred to the Interest Earned account by. an entry in the general journal after the 
ledger is closed. The latter practice is possibly the better because it avoids the 
necessity of separating accrued interest earned from interest earned when notes 
or accounts affected by the accrued interest are collected in a subsequent period. 

Referring to the illustration in § 195, if the accrued interest is allowed to 
remain in the Accrued Interest Earned account until the note is collected on Feb- 
ruary 2, the entry, in journal form, will be as in the illustration below. 
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If the balance of the Accrued Interest Earned account is transferred to the 
Interest Earned account after the ledger is closed, the entry will be as in the il- 
lustration below. 
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When the note is collected on February 2, the entry, in journal form, will be 
as in the illustration below. 
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A comparison of the Interest Earned account after each entry is posted, shows 
that the final results are the same. In the first case, the Interest Earned account 
is credited with $4.50; in the second case, the Interest Earned account is debited 
with $13.50 and credited with $18.00, showing a net credit balance of $4.50. 

§ 197. Accrued Wages is an accrued liability which results when the close 
of the fiscal period occurs on a date different from the usual time of paying em- 
ployees. This may be illustrated as follows: the weekly pay roll for Jenkins 
Bros., retail merchants, is $600.00, payable at the close of business on Saturday of 
eajch week. The end of the fiscal period is on Wednesday, December 31. If the 
Balance Sheet and Statement of Profit and Loss are to show the true results, the 
bookkeeper will either pay the employees on Wednesday evening, or show the $300.00 
due them as a liability on the Balance Sheet and as an increase to the operating 
cost on the Statement of Profit and Loss. Since the employees are not concerned 
with the closing of the books and will not expect their wages before the usual time, 
it is customary to show the amount due the employees at the close of the fiscal 
period in an account with Accrued Wages. 



ACCRUED WAGES ACCOUNT 

§ 198, The Purpose of this Account is to show the amount due employees 
at the close of the fiscal period because the end of the fiscal period falls on a date 
different from that on which the pay roll is paid. This account is opened only at 
the close of the fiscal period. 
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Debit the Accrued Wages Account: Credit the Accrued Wages Account: 

If I. After the ledger is closed for the If 2. For the amount due employees 
amount shown on the credit at the close of the fiscal period, 

side; or for the accrued wages 
when paid. 

If 3. The Balance of the Accrued Wages Account shows the amount due 
employees at the close of the fiscal period ; it is a current liability and is shown as 
such on the Balance Sheet (Illustration No. 92). 

§ 199. The Entry to Record Accrued Wages is made in the general journal 
at the close of the fiscal period; it is regarded as one of the adjusting entries (§ 46, 
If 4) because it places in the ledger a liability which has not been recorded. Re- 
ferring to the pay roll for Jenkins Bros, mentioned in § 197 (assuming that $100.00 
is for office employees, $50.00 for the buying department, and $150.00 for the selling 
department), the entry in the general journal necessary to record this liability will 
be as in the illustration below. 
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When this entry is posted, the $300.00 will appear on the credit side of the 
Accrued Wages account and the amounts applicable to the Buying Expense, Selling 
Expense, and Administrative Expense accounts will appear on the debit side of 
these accounts; consequently the ledger will show a liability and an operating 
cost of $300.00. 

§ 200. Entry to Close the Accrued Wages Account. The Accrued Wages 
account may be allowed to remain open until the wages have been paid and then 
debited with the amount for which it is credited, or the balance may be transferred 
to the operating accounts affected, after the ledger is closed. Since the pay roll 
will be paid in a few days after the books are closed, the amount is usually allowed 
to remain in the Accrued Wages account and this account closed when the pay 
roll is paid. Referring to the pay roll in § 197 and the entry in § 199, the required 
entry on Saturday, January 3, when the pay roll is paid, will be as in the illustra- 
tion below. 
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\S^en this entry is posted, the Accrued Wages account will be in balance and 
only one-half of the pay roll for the week will be debited to the expense accounts, 
this being that part of the pay roll for the week which is applicable to the next 
fiscal period. 

If the Accrued Wages account is closed after the ledger is closed, the post- 
dosing entry necessary to transfer the balance of the Accrued Wages account to 
the proper operating accounts will be as in the illustration below. 
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When this entry is posted, the Accrued Wages account will be in balance and 
the amount of the accrued wages applicable to each of the expense accounts 
will appear on the credit side of that account. When the pay roll is paid on January 
3, the entry, in journal form, will be as in the illustration below. 
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When this entry is posted, the full pay roll for the week will appear on the 
debit side of the expense accounts to which it is applicable, but there will be a 
credit to each of these accounts which makes the balance the same as when the 
Accrued Wages account is closed at the time the pay roll is paid. The student 
should post these entries and compare the results. 

§ 201. Accrued Interest Cost is an accrued liability resulting from the 
accrued interest on interest-bearing notes issued by the business prior to the close 
of the fiscal period but not due and payable until a succeeding fiscal period, and 
on past-due notes and accounts payable. This may be illustrated as follows: De* 
cember i, the business borrows $5,000.00 from the bank on its note, due in ninety 
days, with interest at 6% from date. December 31, at the close of the fiscal period 
the amount of this indebtedness will have increased to $5,025.00 because of the 
accrued interest. If the Balance Sheet is to show the true amount of the liabilities 
owed by the business and the true proprietorship, it will be necessary to record 
the additional indebtedness of $25.00 and to show it on the Balance Sheet as a 
part of the liabilities. Interest accrued on notes payable and accounts payable is 
recorded at the close of the period in an account with Accrued Interest Cost. 
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ACCRUED INTEREST COST ACCOUNT 

§ 202. The Purpose of this Account is to show the amount of accrued 
interest owed by the business at the close of the fiscal period because the notes to 
which it is applicable are not due or the accounts to which it is applicable are past 
due and unpaid. This account is opened only at the close of the fiscal period. 



Debit the Accrued Interest Cost Acct,: 

^ I. After the ledger is closed, for the 
amount shown on the credit 
side; or for the amount of 
accrued interest when paid in 



Credit the Accrued Interest Cost Acct.: 

% 2. At the close of each fiscal period, 
for the amount of accrued 
interest on notes payable and 
accounts payable. 



the next fiscal period. 

1[ 3. The Balance of the Accrued Interest Cost Account shows the amount 
owed by the business for interest which has not been paid; it is a current liability 
and is shown as such on the Balance Sheet (Illustration No. 92). 

§ 203. Entry to Record Accrued Interest Cost. At the close of the 
fiscal period, it is necessary to record in the general journal the amount of accrued 
interest cost. This entry is usually referred to as one of the adjusting entries (§ 46, 
If 4) because its purpose is to record in an account in the ledger the amount of a 
liability which does not appear there. The entry in the general journal for the 
accrued interest mentioned in § 201 will be as in the illustration below. 
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Recording the liability Accrued Interest Cost increases the cost of interest 
the same as if cash had been paid for the interest. When this entry is posted, the 
$25.00 will appear as a liability on the credit side of the Accrued Interest Cost 
acQount, and as an expense on the debit side of the Interest Cost account. 

§ 204. Entry to Close the Accrued Interest Cost Account. The accrued 
interest cost may be allowed to remain in the Accrued Interest Cost account until 
it is paid, or the balance of this account may be transferred to the Interest Cost 
account by an entry in the general journal after the ledger is closed. The latter 
practice is possibly the better because it avoids the necessity of separating accrued 
interest cost from interest cost when notes or accounts affected by the accrued 
interest are paid in a subsequent period. 

Referring to the illustration in § 203, if the accrued interest is allowed to re- 
main in the Accrued Interest Cost account until the note is paid on March i, the 
entry required at that time, in journal form, will be as in the illustration below. 
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If the balance of the Accrued Interest Cost account is transferred to the 
Interest Cost account after the ledger is closed, the entry will be as in the illus- 
tration below. 
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When the note is paid on March i, the entry, in journal form, will be as in 
the illustration below. 
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A comparison of the Interest Cost account after each entry is posted will 
show that the final results are the same. In the first case, the Interest Cost account 
is debited with $50.00; in the second case, the Interest Cost account is credited 
with $25.00 and debited with $75.00, showing a net debit balance of $50.00. 

§ 205. Deferred Qiarges to Operations refer to (a) the value of property 
on hand at the close of the period which was purchased for use in the business 
and which will be consumed by its use, and (b) operating cost paid in advance. 

Deferred charges applicable to material may be illustrated as follows: during 
the business year, office stationery and other supplies for use in the office have 
been purchased as needed, and their value debited to the Office Supplies account. 
At the close of the year, the balance of the Office Supplies account will show the 
net value of the supplies purchased, but it will not show the value of supplies con- 
sumed and supplies on hand. Consequently, it is necessary to ascertain the value 
by an inventory in the same manner as the value of merchandise in stock is ascer- 
tained. The value of the office supplies is shown on the Balance Sheet as an asset 
because it is something of value which will be used in the operations of the business 
during the next period. 

Deferred charges applicable to operating cost paid in advance may be illus- 
trated as follows: July i, $100.00 is paid as premium for an insurance policy 
issued for one year. At the close of the fiscal period, December 31, one-half the 
value of this premium, or $50.00, remains as an asset to the business because the 
policy does not expire until June 30 of the following year. This asset must be 
shown on the Balance Sheet, otherwise the total assets and proprietorship will 
not show the true facts. 

The asset referred to as a deferred charge is recorded in an account, but the 
amount recorded in the account shows the total cost and not the value of the 
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asiset at the close of the fiscal period. In the case of insurance, the cost of the 
premium is debited to the Insurance account at the time it is paid; hence the 
balance of this account at the close of the fiscal period includes the cost of the 
insurance which has expired and the cost of the insurance which is yet to expire. 
For this reason the adjusting entry required to show the value of a deferred charge 
is made by taking out of the account the value of the property or service which 
has been used, thus leaving in the account the value of the property or service 
yet to be consumed. Insurance and Office Supplies are two accounts that require 
adjusting on account of deferred charges. 

OFFICE SUPPLIES ACCOUNT 

§ 206. The Purpose of this Account is to show the cost of material pur- 
chased for use in the office which will be consumed by its use; this material includes 
office stationery, pens, ink, wastebaskets, etc. The value of this material on hand 
at the close of a fiscal period is ascertained by a physical inventory at cost, the 
same as the value of merchandise. 

Debit the Office Supplies Account: Credit the Office Supplies Account: 

If I. For amounts paid for supplies % 2. (a) For any adjustment which 

to be used in the office. reduces the cost of office sup- 

plies as shown by the debit 
side; (b) for the value of 
office supplies used — the diff- 
erence between the balance of 
this account and the. inven- 
tory of office supplies. 

II 3. The Balance of the Office Supplies Account, before the value of the sup- 
plies used has been entered on the credit side, shows the net cost of office supplies 
purchased; the balance of this account after the value of the material used has 
been entered, shows the value of office supplies on hand at the close of the fiscal 
period. This latter balance is one of the assets of the business and is shown as 
such on the Balance Sheet (Illustration No. 92). 

Advertising Material and Shipping Room Material are two other accounts of the same nature 
as Office Supplies; the former contains a record of material purchased for advertising purposes, and 
the latter, material for use in packing the merchandise sold. 

§ 207. Entry to Adjust the Office Supplies Account. After the value 
of the office supplies on hand at the close of the fiscal period has been ascertained 
through an inventory, it is necessary to transfer to an operating account the cost 
of the material used, which is the difference between the inventory and the bal- 
ance of the Office Supplies account. If the balance of the Office Supplies account 
is $1,200.00 and the inventory $287.50, the cost of the office supplies used is $912.50; 
the entry required to transfer this to the Administrative Expense account will 
be as in the illustration below. 
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INSURANCE ACCOUNT 

§ 208. The Putpose of this Account is to show a record of the amount 
paid for insurance. Insurance is a protection afforded by insurance companies 
against loss due to fire, water, theft, etc. This protection is secured by the pay- 
ment of a small fee to a company organized for the purpose of issuing insurance; 
the fee paid for the protection is usually referred to as the premium, and the 
written contract of the company agreeing to afford the protection, as the policy. 
The premium is paid in advance, usually for one year. The insured has the priv- 
ilege of canceling the policy at any time, in which case he will receive a refund of 
a part of the premium paid. Each insurance policy should be recorded in the 
insurance policy record (§ 174). 

Debit the Insurance Account: Credit the Insurance Account: 

IT I. For all insurance cost, which is If 2. (a) For any adjustments which 

the premium paid for insur- reduce the cost of insurance as 

ance. shown by the debit side; (b) 

at the close of each fiscal peri- 
od, for the insurance cost for 
the period as shown by the 
policy record. 

H 3. The Balance of the Insurance Account, before the entry for expired 
insurance has been made, shows the net cost of insurance, and, after the expired 
insurance has been credited to the account, the value of the premiums on unex- 
pired insurance. This latter balance of the Insurance account is one of the deferred 
charges and is shown as such on the Balance Sheet (Illustration No. 92). 

§ 209. Entry to Adjust the Insurance Account. At the close of the 
fiscal period, it is necessary to take out of the Insurance account the value of the 
insurance expired as shown by the insurance policy record. The Insurance account 
will be credited for the value of this expired insurance but the accounts debited 
will depend on the nature of the property protected by the insurance. Insurance 
cost on office equipment is usually regarded as an administrative expense; in- 
surance cost on merchandise, store fixtures and delivery equipment, as a selling 
expense; and insurance cost on buildings, as a building expense. For this reason 
it is necessary to determine the value of the expired insurance applicable to each 
kind of property before debiting the accounts which are to show this cost. Assum- 
ing that the total cost of insurance is $450.00 and the value of the unexpired in- 
surance is $150.00, the entry would require a credit of $300.00 to the Insurance 
account and a debit of $300.00 to the operating accounts affected. If the expired 
insurance on merchandise, store fixtures and delivery equipment is $240.00, on 
office equipment $20.00, and on buildings $40.00, the entry will be as in the illus- 
tration below. 
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When this entry is posted, the balance of the Insurance account will show the 
value of the unexpired insurance as recorded in the insurance policy record, and 
the operating cost due to the expiration of insurance premiums will be recorded 
in the proper expense accounts. The balance of the Insurance account will be 
shown on the Balance Sheet as one of the deferred charges to operations (Illus- 
tration No. 92). 

§ 210. Deferred Credits to Income refer to income collected in advance, 
all of which has not been earned at the close of the fiscal period. This may be 
illustrated as follows: Martin Bros, own a building at 220 Main Street in which 
their business is operated. They rent one floor to A. B. Smith for $100.00 per 
month, payable in advance on the 15th of each month. The income from this rent 
is credited to a Building Revenue account. At the close of the fiscal period, De- 
cember 31, the Building Revenue account shows a credit of $100.00, rent for one 
month in advance collected on December 15. However, only one-half of the rent has 
been earned, the other $50.00 being applicable to the next period. Unless the 
unearned rent is taken out of the Building Revenue account, this account will 
show a profit of $50.00 more than has been earned during the current fiscal period. 
It is customary to record an item of this nature as a deferred credit to the income 
account which has been credited with the income. The caption of the account 
required to record the value of the unearned income from the rent collected in 
advance would be ''Deferred Credit to Building Revenue.** 

DEFERRED CREDIT TO BUILDING REVENUE ACCOUNT 

§ 211. The Purpose of this Account is to show at the close of the fiscal 
period the rent collected in advance. It is opened only at the close of the fiscal 
period. 

Debit the Deferred Credit to Building Credit the Deferred Credit to Building 
Revenue Account: Revenue Account: 

^ I. After the ledger is closed, for the H 2. At the close of the fiscal period, 

amount shown on the credit for that part of the rent col- 

side, lected in advance which is 

applicable to the next period. 

If 3. The Balance of the Deferred Credit to Building Revenue Account shows 
the amount of rent that is yet to be earned. It is regarded as a liability and is 
shown as such on the Balance Sheet, being listed after the current and fixed lia- 
bilities. 

§ 212. Entry to Open the Deferred Credit to Building Revenue Ac- 
count. At the close of the fiscal period, it is necessary to record the amount of 
rent collected but not yet earned by the business. This entry is referred to as one 
of the adjusting entries (§ 46, 1[ 4) because its purpose is to record in an account 
in the ledger the value of a liability which does not appear there. The general 
journal entry for the rent collected in advance mentioned in § 210, will be as in 
the illustration below. 
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When this entry is posted, the $50.00 will appear on the credit side of the 
Deferred Credit to Building Revenue account and on the debit side of the Build- 
ing Revenue account; consequently, the ledger will show a liability of $50.00 and 
a debit to an income account, of corresponding amount. 

§ 213. Entry to Qose the Deferred Credit to Building Revenue Ac- 
count. After the ledger is closed, it is necessary to transfer the balance of the 
Deferred Credit to Building Revenue account to the Building Revenue account 
in order that the latter account may show in the next period only the income from 
rent applicable to that period. Applying this entry to the illustration in § 212, 
the record in the general journal will be as in the illustration below. 
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When this entry is posted, the Deferred Credit to Building Revenue account 
will be in balance, and the amount of rent collected in advance, applicable to the 
next period, will appear on the credit side of the Building Revenue account. 

Exercise No. 78, Accruals and Deferred Items. 

At the close of the fiscal period June 30, the accruals and deferred items to 
be recorded on the books of J. H. Kilgour & Co. are as follows: 

Interest accrued on notes receivable $ 68.95 

Insurance: 

Payments, per Insurance account: 

On merchandise, store fixtures and delivery equipment 482.65 

On office equipment 43-75 

On building 92.50 

Unexpired, per insurance policy record: 

On merchandise, store fixtures and delivery equipment 96.60 

On office equipment 1 1 . 50 

On building 24.00 

Office supplies: 

Total purchased per Office Supplies account 527.40 

On hand per inventory 192 .95 

Interest accrued on notes payable 25.60 

1. Make the adjusting entries (a) to record the accrued assets and liabilities, 
(b) to transfer the expired insurance to the proper operating accounts, and (c) to 
transfer the value of the office supplies used to the proper operating account. 

2. Make the post-closing entries to transfer the accrued assets and liabilities 
to the proper operating accounts after the ledger is closed, under date of July i. 



2i6 QUESTIONS 

Exercise No. 79, Accruals and Deferred Items. 

At the close of the fiscal period, December 31, the accruals and deferred items 
to be recorded on the books of Wenger & Hoag are as follows: 

Commission due from others for services rendered $265 . 50 

Insurance: 
Payments, per Insurance account: 

On merchandise, store fixtures, and delivery equipment. . 500.00 

On office equipment 27 . 65 

Unexpired, per insurance policy record: 

On merchandise, store fixtures, and delivery equipment. . 235.55 

On oflSce equipment 9-45 

Rent for month due but not paid 150.00 

Wages unpaid : 

Office employees 33-75 

Employees in store 42.50 

1. Make the adjusting entries (a) to record the accrued assets and liabilities, 
and (b) to transfer the expired insurance to the proper operating accounts. 

2. Make the post>closing entries to transfer the accrued assets and liabilities 
to the proper operating accounts after the ledger is closed, under date of January i. 

QUESTIONS 

1. Why is it necessary to record accrued interest earned and accrued interest 

cost at the close of the fiscal period? 

2. How would magazine subscriptions collected in advance be recorded at the 

close of the fiscal period by the bookkeeper for the company publishing the 
magazine? 

3. (a) If an account is kept with Advertising Material, what will the balance 

of this account show after the adjusting entry for advertising material in 
stock has been made at the close of the fiscal period? (b) How will the 
advertising material used be shown on the Statement of Profit and Loss? 
(c) How will the advertising material on hand be shown on the Balance 
Sheet? 

4. Why is it necessary to describe the nature of the property insured when 

recording a policy in the insurance policy record? 

5. If the value of office supplies in stock, $250.00, is not taken into consider- 

ation when preparing the Balance Sheet and Statement of Profit and Loss 
how will this affect the net income? 

6. If $600.00 is paid for three months' rent in advance on December i, how 

will the two months* prepaid rent be recorded at the close of the fiscal 
period December 31? 

7. What entry may be made for accrued interest earned after the ledger is 

closed? 

8. (a) What is the purpose of the Accrued Interest Cost account? (b) What is 

the difference between this account and the Accrued Interest Earned 
account? 

9. Is there any difference between the merchandise in stock at the close of the 

fiscal period and the office supplies and advertising material in stock, from 
the viewpoint of one who is using this information as a basis for making 
a loan to the business owning the property? 

10. What does the balance of the Office Supplies account show (a) before the 
inventory is recorded and (b) after the inventory is recorded? 



Chapter XXII 

ADJUSTING ENTRIES AND REPORTS 

The Purpose of this CEhapter is to present in pictorial form the work re- 
quired of the bookkeeper at the close of the fiscal period. It is a Model Set with 
the books of original entry and accounts omitted. The principles involved have 
been discussed and illustrated in the preceding chapters. 

§ 214. The Work Required at the close of the fiscal period is usually 
completed in the following order: 

1 . Trial Balance at the end of the month which closes the fiscal period. 

2. Preparation of the list of inventories, accruals and reserves. 

3. Adjusting entries in the general journal for the inventories, accruals and 

reserves, and the posting of these entries. 

4. Trial Balance after the adjusting entries have been posted. 

5. Preparation of the Balance Sheet. 

6. Preparation of the Statement of Profit and Loss. 

7. Recording and posting the closing entries. 

8. Recording and posting the post-closing entries. 

9. Post-closing Trial Balance. 

If desired, the Trial Balance mentioned in parag^raph i may be prepared on paper ruled with 
eight money columns — ^two for the debits and credits in the Trial Balance; two for the debit and 
cmlit adjustments; two for assets and liabilities; and two for income and costs. When this form 
is provided, the journal entries (paragraph 3) can be posted to the Adjustment columns and the 
assets, liabilities, costs and income extended into the other colunins. When this plan is followed, the 
Trial Balance mentioned in paragraph 4 may be omitted. This method of procedure is discussed 
under the title "Working Sneet in a subsequent chapter. 

EXPLANATION OF ILLUSTRATIONS 

§ 215. The Trial Balance at the close of the fiscal period in Illustration 
No. 88 shows the accounts in the ledger of C. W. Keeland & Co. on December 31, 
1922. It is the same form as the Trial Balance taken at the close of each of the 
preceding eleven months. This Trial Balance shows the same facts as the Trial 
Balance in Illustration No. 5 and the other Trial Balances illustrated in previous 
chapters; that is, all the open accounts in the ledger. The only difference between 
this Trial Balance and the others illustrated in previous chapters is that the ledger 
from which this Trial Balance was taken contains a greater number of accounts. 

§ 216. The List of Inventories* Accruals and Reserves in Illustration 
No. 89 shows information which is not shown by accounts on the Trial Balance, 
Illustration No. 88. The value of the merchandise in stock and the office supplies 
on hand was ascertained by a physical inventory. The amount of the accrued 
interest on notes receivable and notes payable was obtained from the interest- 
bearing notes not due until the next fiscal period; these amounts can be verified 
by reference to the notes receivable book, Illustration No. 74, and the notes payable 
book, Illustration No. 75. The amount of the expired and unexpired insurance 
was ascertained from the insurance policy record ; this can be verified by reference 
to Illustration No. 76. The amount of accrued wages represents the wages due 
employees in the selling department for three days, the fiscal period ending on 
Wednesday and pay-day being on Saturday. The amount of accrued rent refers 
to the rent of the office which is not due until the first of the following month. 
The percentages for reserves set up on account of depreciation and loss on doubtful 
accounts were supplied by the management; these conform to the percentages 
permitted by the Collector of Internal Revenue in the preparation of the income 
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Illustration No. 88, Trial Balance at the Close of the Fiscal Period 

tax return. All the information given in this list is necessary in order that a 
Balance Sheet and Statement of Profit and Loss may be prepared which will 
show the management the true value of the assets, liabilities, and proprietorship 
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Illustration No. 89, List of Inventories, Accruals and Reserves 

of the business, and the net profit resulting from operating the business during 
the fiRscal period. 

§ 217. The Adjusting Entries required at the close of the fiscal period 
in Illustration No. 90 were prepared from the list of inventories, accruals and 
reserves (Illustration No. 89). These entries have been explained and illustrated 
in preceding sections. The entry to record the value of the merchandise in stock 
at the close of the fiscal period — in this case, the 1922 Inventory — may be made 
in connection with closing the ledger or as an adjusting entry; the final results 
are the same, the only difference being that, if the inventory is recorded before 
the Balance Sheet and Statement of Profit and Loss are prepared, these reports 
can be made from the Trial Balance taken after the adjusting entries are posted. 
The entries made in connection with the deferred charges (Office Supplies and 
Insurance) do not record the value of the office supplies in stock and the unex- 
pired insurance, but transfer from the Office Supplies account and the Insurance 
account the value of the office supplies which have been used and the amount of 
the expired insurance. When preparing the list of inventories, accruals and re- 
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Illustration No. 90, Adjusting Entries for Inventories, Accruals and Reserves in 

Illustration No. 89 
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serves, it is necessary to show the kind of property to which the expired insurance 
premiums are applicable, in order that the adjusting entry for insurance can be 
made without further reference to the insurance policy record. One combined 
entry is made for the reserves; depreciation on store fixtures and delivery equip- 
ment increases the selling expense, hence the debit to this account includes 
both reserves. 
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Illustration No. 91, Trial Balance after the Adjusting Entries in Illustration 

No. 90 have been Posted 
{Concluded on page 222) 
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Illustration No. 91, Trial Balance after the Adjusting Entries in Illustration No. 

90 have been Posted — Concluded 

NOTE. When the Working Sheet is used (§ 214), this Trial Balance is omitted, as the same 
facts are shown by the assets, liabilities, costs and income columns. 

§ 218. The Final Trial Balance (Illustration No. 91) was made after the 
adjusting entries in Illustration No. 90 were posted to the ledger from which the 
Trial Balance (Illustration No. 88) was made. A comparison of the final Trial 
Balance (Illustration No. 91) with the Trial Balance taken before the adjusting 
entries were made (Illustration No. 88) will show the following changes: 

The five reserve accounts each show an increased credit balance due to the 
additional reserve set up because of the operations of the business during the past 
year; the balance of the Office Supplies account has changed because the value 
of the office supplies used has been transferred to the proper expense account; 
the balance of the Insurance account has changed because the value of expired 
insurance has been transferred to the proper expense accounts; the final Trial 
Balance shows three additional liabilities, Accrued Wages, Accrued Rent, and 
Accrued Interest Cost; the 1922 Inventory appears on the final Trial Balance, 
and there is a credit to Purchases for the same amount as the 1922 inventory 
(both sides of the Purchases account are shown because this information is needed 
in connection with the preparation of the Statement of Profit and Loss) ; Selling 
Expense shows an increased debit balance because of the unpaid wages, expired 
insurance, depreciation, and loss on doubtful accounts; Loss on Doubtful Accounts 
is a new account because of the reserve set up to take care of loss on doubtful ac- 
counts; Administrative Expense and Building Expense each show an increased debit 
balance because of the depreciation, expired insurance, office supplies used, and 
unpaid rent; Interest Earned shows an increased credit balance because of the 
accrued interest on notes receivable; Interest Cost shows an increased debit bal- 
ance because of the accrued interest on notes payable. 

The balance of each account on the final Trial Balance, Illustration No. 91, 
is used in the preparation of the Balance Sheet or Statement of Profit and Loss, 
except Purchases, both sides of which are needed in arriving at the net cost of the 
merchandise sold; the balances of the proprietors' Capital accounts are not used 
on either the Balance Sheet or Statement of Profit and Loss but are needed in 
connection with the proof of these in Illustration No. 94. 

§ 219. The Balance Sheet in Illustration No. 92 was prepared from the 
asset, liability, and reserve accounts on the Trial Balance, Illustration No. 91. 
The information in this report is arranged in the following order: (i) current 
assets, with the proper deduction for the anticipated loss on doubtful accounts as 
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Illustration No. 92, Balance Sheet, ''Report" Form 



224 ADJUSTING ENTRIES AND REPORTS 

represented by the Reserve for Doubtful Accounts account; (2) fixed assets, with 
the proper reserves for depreciation; (3) deferred charges; (4) current liabilities; 
(5) proprietorship, showing the proprietary interest of each partner. The form is 
the same as the Balance Sheet for the model set described and illustrated in Chapter 
VI, with the exception of additional accounts which have been explained in sub- 
sequent chapters. Deferred charges are listed after fixed assets because their 
value is applicable to the business only as a going concern, hence are the least 
available of all the assets from the standpoint of those who might wish to extend 
credit to the business. The proprietorship of each partner is not the same as that 
shown by his capital account on the Trial Balance because his interest has been 
increased through the operations of the business; a proof of the correctness of the 
amount of this increase is shown in Illustration No. 94. As previously explained, 
the purpose of the Balance Sheet is to show the owner of the business the assets, 
liabilities, and his proprietorship in the business; it is a report and may be prepared 
in one of two forms, as explained in Chapter VII. 

§ 220. The Statement of Profit and Loss in Illustration No. 93 was 
prepared from the operating and non-operating income and the operating and 
non-operating expense accounts in the Trial Balance, Illustration No. 91. The 
information in this report is arranged in the following order: (i) gross sales (bal- 
ance of the Sales account) ; (2) net returns from sales (returns and allowances 
deducted from the total sales); (3) net cost of merchandise purchased (192 1 
inventory plus debit side of the Purchases account plus balance of the Freight 
In account, less the amount of the purchases returns and allowances); (4) net 
cost of merchandise sold (net cost of merchandise purchased less the 1922 inventory, 
which is the same as the credit side of the Purchases account) ; (5) gross profit on 
sales (net returns from sales less net cost of merchandise sold) ; (6) operating cost 
(total of the three expense accounts and the Loss on Doubtful Accounts account) ; 
(7) net profit from operations (gross profit on sales less total operating cost) ; (8) 
other income (Interest Earned and Purchases Discount); (9) grosis income (net 
profit from operations plus other income); (10) deductions from income (Interest 
Cost and Sales Discount); (11) net income (gross income less deductions from 
income); (12) distribution of the net income (that part of the profit which is to be 
credited to each partner's Capital account and to his Personal account for with- 
drawal). The purpose of the Statement of Profit and Loss is to show the owners 
of the business the net profit resulting from the operations of the business during 
the fiscal period and the various facts in connection with this net profit which 
will be of assistance to them in the future operations of the business; it is a report 
and may be prepared in one of two forms, as explained in Chapter VI 1. 

§ 221. The Proof in Illustration No. 94 shows that the proprietorship on 
the Balance Sheet (Illustration No. 92) and the net profit on the Statement of Pro- 
fit and Loss (Illustration No. 93) are correct. This proof is made for the conven- 
ience of the bookkeeper before the reports are submitted to the management, but 
need not be submitted as a part of the reports. The net profit on the Statement of 
Profit and Loss, Illustration No. 93, is $4,394.64. The proprietary interest of each 
partner at the beginning of the period is $5,000.00, as shown by the balance of 
his Capital account on the final Trial Balance, Illustration No. 91. The proprie- 
tary interest of each partner as shown by the Balance Sheet, Illustration No. 92, 
is $7,197.32. Deducting the proprietorship at the beginning of the period from 
the proprietorship at the end of the period shows the increase in proprietorship; 
in the illustration it is $2,197.32 each, or $4,394.64, total. No facts set forth by 
the Balance Sheet or Statement of Profit and Loss can be accepted as correct until 
this proof has been made. 

This proof is not necessary when the Working Sheet (§ 214) is prepared because the results 
are proved when the difference between the assets and liabilities columns is the same as the difference 
between the income and costs columns. 
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Illustration No. 93, Statement of Profit and Loss, ''Report" Form 
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Illustration No. 94, Proof of Net Profit 

§ 222. The Closing Entries in Illustration No. 95 were prepared from the 
Statement of Profit and Loss, Illustration No. 93. The purpose of these entries 
is to close all operating and non-operating income and expense accounts and to 
give each partner the proper credit in his Capital and Personal accounts for his 
share of the profit for the period. The process of closing is the same as that ex- 
plained in Chapter VIII with the exception of additional entries necessary because 
of additional accounts. The first entry closes the Sales Returns and Sales Allow- 
ances accounts into the Sales account; the second entry, the 192 1 Inventory and 
Freight In accounts into the Purchases account; and the third entry, the Pur- 
chases Returns and Allowances account into the Purchases account; these three 
entries were not needed in connection with closing the ledger as discussed in 
Chapter VIII. The fourth entry closes the Purchases account into the Sales 
account; the fifth, the Sales account into the Profit and Loss account; and the 
sixth, the operating expense accounts into the Profit and Loss account; these 
three entries are identical with the second, third and fourth entries discussed in 
Chapter VIII. The seventh entry closes the non-operating income accounts into 
the Profit and Loss account, and the eighth, the non -operating expense accounts 
into the Profit and Loss account; these two entries were not shown in the illustra- 
tion in Chapter VIII because there were no non -operating incomes and no non- 
operating expenses. The ninth entry closes the Profit and Loss account into the 
proprietors* Capital and Personal accounts; this corresponds to the fifth entry in 
Chapter VIII, the only difference being in the distribution of the net profit. The 
entry to place the value of the closing inventory — in this case, the 1922 Inventory — 
on the ledger was made as an adjusting entry (Illustration No. 90) instead of as a 
closing entry as in Chapter VIII (see note in § 57). A comparison of the discussion 
at this time with that given in Chapter VIII is made that the student may see that 
the method of closing is the same, the changes being due to the additional accounts 
and not to a change in the method of procedure. After the closing journal entries 

{Concluded on page 228,) 

The journal entry method of closing the ledger, as shown in Illustration No. 95, is preferable 
because it provides in a book of original entry a record of each entry in the ledger and thus facilitates 
auditing. However, if desired, the closing entries may be made direct in the ledger; this plan is ex- 
plained in Appendix B. 
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Illustration No, 95, Journal Entries to Close the Ledger — Continued 
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Illustration No. 95, Journal Entries to Close the Ledger — Concluded. 

{Continued from page 226.) 

have been posted to the accounts in the ledger and those accounts which are in 
balance ruled, the operating and non-operating income and expense accounts will 
be in balance and the Capital and Personal accounts of each partner will show 
his proprietary interest in the business. The Capital accounts of the partner should 
be balanced and ruled in the same manner as explained in Chapter VIII. 

§ 223. The Post-Closing Entries in Illustration No. 96 are required to 
close the Accrued Interest Earned and Accrued Interest Cost accounts into the 
Interest Earned and Interest Cost accounts, as explained in §§ 196 and 204. The 
Accrued Rent and Accrued Wages accounts are not closed because these obligations 
will be paid early in the next fiscal period (§ 200) and in one amount. When the 
above entries are posted the Accrued Interest Earned and Accrued Interest Cost 
accounts will be in balance and the interest resulting from these accruals will be 
properly recorded in the two accounts with interest. 
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Illustration No. 96, Post-Closing Entries 
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§ 224. The Post-Closing Trial Balance in Illustration No. 97 was pre- 
pared from the ledger accounts after the entries in Illustrations Nos. 95 and 96 
were posted. The purpose of this Trial Balance is to prove that the ledger is in 
balance at the close of the fiscal period, thus enabling the bookkeeper to secure a 
Trial Balance at the end of the first month in the next fiscal period. If the ledger 
is out of balance at the beginning of the fiscal period because of errors in closing 
or p>ost-closing entries, it will remain out of balance until the error is discovered 
and corrected. 
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Illustration No. 97, Post-Closing Trial Balance 



230 EXERCISE AND QUESTIONS 

Exercise No. 80. 

The following list of accruals, deferred items, reserves, and merchandise in- 
ventory, December 31, 1922, is applicable to the retail furniture business, Exercise 
No. 71, pages 184-188. 

(a) Merchandise in stock, $21,265.97. 

(b) Interest accrued on notes receivable, $18.05. 

(c) Interest accrued on notes payable, $1.56. Unpaid pay roll for one-half 

week: office employees, $25.00; selling department, $75.00. De- 
cember garage rent unpaid, $25.00. 

(d) Office supplies on hand, $125.07. Unexpired insurance: on merchandise, 

$111.98; on delivery equipment, $42.10; on building, $33.42. 

(e) Reserves for Depreciation: Office Equipment, 5%; Delivery Equip- 

ment, 10%; Building, 2j^%. 

(f) Reserve for Doubtful Accounts: }4% of sales (credit balance of Sales 

account). 

Follow instructions given below: 

1. Make the adjusting journal entries. 

2. Post to the ledger sheets used in Exercise No. 71, and take a Trial Balance. 

3. Prepare a Balance Sheet and a Statement of Profit and Loss, both in 

"report** form. (The profit is shared equally by the partners.) 

4. Record in the general journal the entries necessary to close the ledger. 

5. Make the post-closing entries, post them, and take a post-closing Trial 

Balance. 

QUESTIONS 

1. Is it necessary for the bookkeeper or accountant to prepare the Balance 

Sheet first? 

2. Why is the Balance Sheet usually prepared first and the Statement of Profit 

and Loss second? 

3. What information does the management of the business obtain from (a) the 

Balance Sheet and (b) the Statement of Profit and Loss? 

4. Why is it necessary for the net profit as shown by the Statement of Profit 

and Loss to be the same as the increase in capital as shown by the Balance 
Sheet? 

5. What is the distinction (a) between the adjusting entries and closing entries 

and (b) between the closing entries and post-closing entries? 

6. Is it necessary to close the ledger at the end of the fiscal period? Give reason 

for answer. 

7. If merchandise which cost $2,000.00 is inventoried at $1,500.00, what effect 

will this have on the net profit? 

8. Why is it customary when taking stock to use the cost price of merchandise 

instead of the market price when the latter is greater than the former? 

9. What effect would an error in closing the ledger have on the Trial Balances 

in subsequent periods? 

10. How is the amount of accrued interest earned and accrued interest cost 
obtained? 



Chapter XXIII 

PARTNERSHIP PROBLEMS 

The Purpose of this Chapter is to develop the principles discussed in the 
preceding chapters by means of problems requiring their application, and to illus- 
trate the opening, current, adjusting, and closing entries peculiar to a business 
conducted by partners; also to give additional practice in the preparation of the 
Balance Sheet and Statement of Profit and Loss for a partnership business. Each 
problem is treated as an exercise and numbered consecutively, following the pre- 
ceding exercises. 

Exercise No. 81, Opening Entries. 

F. L. Burke, R. S. Cooke, and C. B. Summers form a partnership for the 

'purpose of transporting freight by truck. F. L. Burke and R. S. Cooke have been 

operating independent lines but wish to consolidate; C. B. Summers is admitted 

as a partner because of the additional cash capital needed for the operation of the 

consolidated lines. 

Mr. Burke invests the present assets of his business, consisting of the following: 
three trucks, cost price $2,500.00 each; depreciation on trucks, $750.00; accounts 
receivable, $1,251.50; reserve for doubtful accounts, $116.40; notes receivable, 
$500.00; check on the First National Bank, $627.65. The new firm agrees to assume 
the following liabilities: accounts payable, $327.60; a note for $1,000.00 payable 
at the First National Bank; accrued interest on the note, $8.50. 

Mr. Cooke invests the following assets: four trucks, cost price $1,650.00 each; 
depreciation on trucks, $1,320.00; office equipment, $350.00; depreciation on 
office equipment, $35.00; accounts receivable, $762.50; reserve for doubtful 
accounts, $84.70; check on the City National Bank, $1,323.45. 

Mr. Summers invests check on the Atlas National Bank, $7,500.00. 

Prepare in journal form, under date of July i, the entries necessary to open 
the books of the new partnership. Debit an account with Trucks with the present 
value of the trucks invested. 

Exercise No. 82, Opening Entries. 

W. H. Rankin and Chas. O. Watkins form a partnership for the purpose of 
engaging in the retail shoe business. Mr. Rankin invests his present stock of 
goods, valued at $2,684.73; personal accounts due him, $1,274.28, less 2% for 
bad debts; a note due him for $375.60; accrued interest on this, $3.76; office 
equipment, cost value, $447.65; depreciation on the same, $44.77; store fixtures 
$650.00; depreciation on the same, $65.00; cash in bank to his credit, $1,428.65; 
he owes personal accounts, $2,176.48; and a note for $1,000.00. 

Mr. Watkins invests cash, $2,000.00; a note in his favor, $1,500.00; and 
accrued interest on this note, $27.65. 

Prepare in journal form, under date of February i, the entries required to 
record the investment of the partners. 
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Exercise No. 83, Opening Entries. 

W. H. Armstrong and C. L. Whittle form a partnership for the purpose of 
engaging in the retail hardware business. Mr. Armstrong invests cash in the 
bank, $387.62; merchandise in stock, $2,438.26; personal accounts due him, 
$972.40; reserve for bad debts, 2%; office equipment, cost value, $350.00; de- 
preciation on the same, $35.00; store fixtures, $475.00; depreciation on the same, 
$47.50; notes receivable, $675.27; accrued interest on the same, $36.20. The 
partnership assumes personal accounts which he owes, $942.76; a note due the 
First National Bank for $1,000.00; accrued interest on this, $20.00. Mr. Whittle 
invests cash, $1,427.86; merchandise in stock, $1,360.48; personal accounts due 
him, $843.65, less 2% for bad debts; delivery equipment, cost value, $850.00; 
depreciation on the same, $85.00; notes receivable due him, $1,265.74; accrued 
interest on the same, $82.75. The partnership assumes personal accounts which 
he owes, $365.40; a note due the City National Bank, $500.00. 

Prepare in journal form, under date of October i, the entries required to 
record the investment of the partners. 

Exercise No. 84, Transactions Affecting Partners' Capital Accounts. 

1. Record direct in the capital accounts the following transactions relating 
to the investments and withdrawals of L. B. Audigier, M. B. Griffin and C. B.. 
Carter, in the real estate business: 

Jan. I. Each partner invested $3,000.00; 28, L. B. Audigier withdrew 

$500.00. 

Feb. 6. M. B. Griffin invested $1,200.00; 24, C. B. Carter invested $1,500.00. 

Mar. I. L. B. Audigier invested $2,500.00; 8, M. B. Griffin invested $1,500.00; 

12, C. B. Carter withdrew $1,265.28; 16, M. B. Griffin invested 
$1,582.75; 31, L. B. Audigier withdrew $827.40. 

Apr. 15. The firm accepted real estate belonging to L. B. Audiger, valued 

at $1,182.65; 22, M. B. Griffin withdrew $1,265.91. 

July I. L. B. Audigier withdrew $500.00. 

Aug. I. M. B. Griffin withdrew $1,342.86; 16, L. B. Audigier invested 

$1,598.76; 12, M. B. Griffin invested $1,800.00. 

Sept. I. C. B. Carter invested $2,500.00; 29, C. B. Carter withdrew $1,500.00. 

Oct. 5. M. B. Griffin withdrew $850.00; 31, L. B. Audigier withdrew 

$1,000.00. 

Nov. 5. M. B. Griffin invested $1,200.00; 9, C. B. Carter invested $1,000.00; 

22, L. B. Audigier invested $1,250.00. 

Dec» I. C. B. Carter withdrew $250.00. 

2. December 31, the net profit, as shown by the Statement of Profit and 
Loss, was $4,500.00. Make the entry to transfer this to their capital accounts, 
assuming that profits are to be shared equally. 

3. January i of the following year, the business was sold for $24,000.00. 
Show the division of this cash between the partners according to each partner's 
net investment. 

Exercise No. 85, Consolidation of Two Partnerships. 

E. F. Penn and G. W. Penn are partners operating a retail grocery business 
in one locality, and F. V. Knight and H. O. Powell are partners operating the same 
line of business in another locality. It is agreed to form a partnership, consolidating 
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the two businesses. Each partner is to invest $5,000.00 and share equally in the 
profits of the new business. The Trial Balance taken from the ledgers of the two 
concerns after the books were closed April 30, 192. ., are as follows: 



PENN BROS. Post-aosinft Trial Balance, April 30, 192.. 



Cash 

Notes Receivable 

Accounts Receivable 

Reserve for Bad Debts 

Merchandise Inventory 

Accrued Interest Earned 

Furniture and Fixtures 

Reserve for Depreciation of Furniture and Fixtures. 

Buildings 

Reserve for Depreciation of Buildings 

Land 

Insurance 

Notes Payable 

Accounts Payable 

Accrued Interest Cost 

Accrued Wages. 

E. F. Penn, Capital 

E. F. Penn, Personal 

G. W. Penn, Capital 

G. W. Penn, Personal 



308 


42 






321 


40 






1.694 


39 










34 


20 


1.775 


15 






6 


II 






295 


00 










29 


50 


4.000 


00 










200 


00 


2.500 


00 






156 


75 










534 


40 






942 


27 






35 


65 






76 


40 






5.635 


90 


1,014 


35 










5,478 


45 


895 


20 
77 






12,966 


12,966 


77 



KNIGHT & POWELL Post-Closing Trial Balance, April 30, 192 . . 



Cash 

Accounts Receivable 

Reserve for Doubtful Accounts 

Inventory 

Furniture and Fixtures 

Reserve for Depreciation of Furniture and Fixtures. 

Delivery Equipment 

Reserve for Depreciation of Delivery Equipment . . . 

Insurance 

Office Supplies 

Notes Payable 

Accounts Payable 

Accrued Interest Cost 

Accrued Rent 

F. V. Knight, Capital 

F. V. Knight, Personal 

H. O. Powell, Capital 

H. O. Powell, Personal 



2.995 
3.748 

4,500 
325 

1,850 

396 
142 



95 
16 

00 
00 

00 

84 
17 



13,958 



12 



75 

48 
370 



1,091 

1,543 

65 

175 
4,869 

37 
5,386 

295 



13.958 



29 

75 
00 



65 
70 

47 
00 

36 

65 
22 

— 
12 



(i) Prepare the journal entries to open the books of the new partnership. 
Debit the fixed asset accounts for their net invested value. 

(2) Prepare the journal entries to close the partners' personal accounts into 
their capital accounts. 

(3) Show in journal form the entries necessary to record the additional cash 
investment of three of the partners and the withdrawal of cash from investment 
by one partner, in order to make the net investment of each equal to $5,000.00, 
the amount agreed upon. 
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Exercise No. 86, Admission of a Partner. 

D. P. Winters and L. S. French are partners operating a drug business under 
the firm name of Winters & French. They decide to consolidate with S. M, Smiley 
who is operating a drug store as an individual. The assets, liabilities, and pro- 
prietorship of the partnership and of the individual are shown below: 
WINTERS & FRENCH Post-Closing Trial Balance, June 30, 193. . 



Cash 

Inventory — Drugs 

Inventory — Merchandise 

Office Equipment , 

Reserve for Depreciation of Office Equipment 

Store Fixtures 

Reserve for Depreciation of Store Fixtures 

Soda Fountain Equipment. 

Reserve for Depreciation of Soda Fountain Equipment 

Office Supplies 

Soda Fountain Supplies 

Insurance 

Notes Payable 

Accounts Payable 

Accrued Interest Cost 

Accrued Rent 

D. P. Winters, Capital 

L. S. French, Capital 



3,970 


76 




4.051 


80 




1,926 


75 




300 


00 


27 


850 


00 


85 


500 


00 


25 


66 


40 




132 


45 




254 


80 


6.530 
236 
300 
150 

2,349 




96 


2.349 


12,052 


12.052 







SMIL£Y*S PHARMACY Post-Closing Trial Balance, June 30, 192 



50 
00 
00 



00 

42 
00 
00 
52 

— 
96 



Cash • 

Notes Receivable 

Accounts Receivable 

Reserve for Bad Debts 

Inventory — Drugs 

Inventory — Merchandise 

Accrued Interest Earned 

Store Fixtures 

Reserve for Depreciation of Store Fixtures 

Soda Fountain Equipment , 

Reserve for Depreciation of Soda Fountain Equipment 

Insurance 

Notes Payable 

Accounts Payable 

Accrued Interest Cost 

Accrued Wages 

S. M. Smiley, Capital 



7.424 
256 


65 
27 




1,942 

601 


32 
20 


46 


434 


12 




24 

269 


35 
50 


26 


150 


00 


7 


132 


50 


950 
1,296 

3 
22 




91 


8,882 


".234 


11.234 



12 



95 
50 

00 

52 
00 

50 

— 
91 



(i) Pre{)are in journal form the entries necessary to open the books of the 
new partnership. 

(2) Post these entries and prepare a Trial Balance. 



Exercise No. 87, Retirement of a Partner. 

G. H. Graton, T. R. Rollins, and*L. B. Bennett are operating a wholesale 
grocery business as partners. Mr. Rollins wishes to retire. His capital account 
at this time shows a debit of $1,862.55 and a credit of $16,981.50; his j)ersonal 
account shows a debit of $2,652.40 and a credit of $2,000.00. He agrees to accept 
in settlement for his interest in the business the following: cash, $5,843.50; a 
note for $5,000.00 signed by the new firm of Graton & Bennett; a note for $2,000.00 
held by the firm and signed by a customer (accrued interest, $56.50); an auto- 
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mobile owned by the firm, the cost of which was debited to the Delivery Equipment 
account, $2,000.00 (depreciation, $400.00) ; merchandise from stock, $500.00. 

Prepare, under date of August 10, in journal form the entries to close Mr. 
Rollins' personal account and to record the agreement; debit the excess to a Loss 
on Purchase of Partner's Interest account. 



Exercise No. 88, Death of a Partner. 

M. Abbott, T. Bronner, and F. Clayton were partners in a retail farm imple- 
ments business, sharing profits equally. December 31 the book^ were closed. 
March 15 of the following year Mr. Abbot died. March 17 C. Breese was appointed 
administrator for Mr. Abbott and required a statement of the business as of March 
15. The Trial Balance prepared at the close of business on that date was as follows: 

ABBOTT, BRONNER & CLAYTON Trial Balance, March 15, 192.. 



Cash 

Notes Receivable 

Accounts Receivable 

Reserve for Doubtful Accounts 

Furniture and Fixtures 

Reserve for Depreciation of Furniture and Fixtures 

Insurance 

Office Supplies 

Advertising Material , 

Notes Payable 

Accounts Payable 

M. Abbott, Capital 

M. Abbott, Personal , 

T. Bronner, Capital 

F. Clayton, Capital , 

F. Clayton, Personal 

Sales , 

Sales Returns and Allowances 

Merchandise Inventory 

Purchases 

Freight In 

Purchases Returns and Allowances , 

Selling Expense , 

Administrative Expense 

Interest Earned 

Interest Cost 



14.333 


65 




1,696 


71 




7.562 


90 




21 


50 


178 


950 


00 




25 


00 


142 


962 


30 




630 


40 




1,412 


69 


10,000 


» 




8.562 
5.495 


244 


16 


4.987 

4,643 

361 

30.103 


230 


83 




2,346 


95 




26.431 


70 




3.775 


90 


341 


2.177 


19 




1,868 


31 


251 


398 


20 
39_ 




65,068 


65,068 



20 

50 



00 

98 

60 

35 
86 

29 
65 



36 
60 



39 



Merchandise Inventory, March 15, 192.., $12,594.35. 

Accrued interest on notes receivable, $87.95. 

Accrued interest on notes payable, $136.62. 

Unpaid Wages : selling department, $450.00; office, $350.00. 

Unpaid Rent for the month of March, $150.00. 

Insurance Expired, $637.84. One-half of expired insurance is on merchandise and one-half on 
furniture and fixtures; of the expired insurance on furniture and fixtures, one-fourth is appli- 
cable to administrative expense and three-fourths to selling expense. 

Office supplies on hand per inventory, $125.05. 

Advertismg material on hand per inventory, $265.77. 

Depreciation on Furniture and Fixtures, $9.90 (yearly depreciation, 5% of cost); of this, one-fourth 
is applicable to administrative expense and three-fourths to selling expense. 

Reserve for Doubtful Accounts, one-twelfth of 1% of net sales. 

Prepare (i) the adjusting entries, (2) the Trial Balance from the ledger after 
these entries are posted, (3) the Balance Sheet, (4) the Statement of Profit and 
Loss, (5) the closing entries, (6) the post-closing entries, and (7) the post-closing 
Trial Balance after these entries are posted. 

April I the administrator accepted $6,000.00 cash in full settlement for Mr. 
Abbott's interest in the business. Record this transaction in journal form. 
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Exercise No. 89, Trial Balance, Statements and Ledger Closing. 

On December 31, 1922, the accounts in the ledger of T. B. Austin & Co. show 
the following balances: 

Cash $ 8,200.00 

Notes Receivable 1,480.00 

Accounts Receivable 10,800.00 

Reserve for Doubtful Accounts 430.00 

Furniture and Fixtures 800.00 

Res. for Dep. of Furn. and Fix 200. 00 

Delivery Equipment 2,200.00 

Res. for Dep. of Del. Equipment 660.00 

Buildings : 3,000.00 

Res. for Dep. of Buildings 300.00 

Land 3,500.00 

Insurance 290. 00 

Office Supplies 474-40 

Advertising Material 756.95 

Notes Payable 5,000.00 

Accounts Payable 11,000.00 

T. B. Austin, Capital 16,800.00 

A. R. Black, Capital 16,800.00 

Sales 48,000.00 

1921 Inventory 3,300.00 

Purchases. . : 49,000.00 

Freight and Drayage In 3,450.00 

Buying Expense 960.00 

Selling Expense 7,500.00 

Delivery Expense 1,240.00 

Administrative Expense 2,275.00 

Interest on Notes Receivable 58.95 

Discount on Purchases 664.00 

Interest on Notes Payable 395.00 

Discount on Sales 291 .60 

1. Prepare a Trial Balance from these account balances. 

2. Make the adjusting entries for the following: 

(a) 1922 inventory, $28,762.95. 

(b) Accrued interest on notes receivable, $25.60. 

(c) Accrued interest on notes payable, $31.80. 

(d) Unpaid pay roll: office, $120.00; selling department, $160.00. 

(e) Expired insurance: furniture and fixtures, $16.75; delivery equip- 

ment, $24.50; buildings, $37.00; stock of merchandise, $60.95. 

(f) Supplies used: office supplies, $395.45; advertising material, 

$710.10. 

(g) Reserves for depreciation: furniture and fixtures, 5%; delivery 

equipment, 6%; buildings, 2%. 
(h) Reserve for Doubtful Accounts: 1% of accounts receivable. 

3. Prepare a Balance Sheet and Statement of Profit and Loss assuming that 

the profit is shared equally by the partners. 

4. Make the entries to close the ledger. 

5. Make the necessary post-closing entries. 

6. Prepare a post-closing Trial Balance. 

Exercise No. 90, Changing from a Partnership to a Sole Proprietorship. 

Ammon and Banbury are partners operating a motion picture theater. 
Neither receives a salary, the profit being shared equally at the end of the year. 
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Ammon receives injuries in an automobile accident which necessitate his retir- 
ing from active management. Banbury wishes to continue his connection with 
the theater, but does not care to assume the risk of management on his own respon- 
sibility. It is agreed that Ammon shall buy Banbury's interest as shown in the 
ledger, payable one-half cash and one-half note, and that he shall retain Banbury 
as manager of the theater, giving him, in addition to a monthly salary of $150.00, 
one fifth of the yearly profits. The partners' accounts appear in the ledger as 
follows: Ammon, Capital, Cr., $13,050.00; Ammon, Personal, Dr., $550.00; 
Banbury, Capital, Cr., $11,300.00; Banbury, Personal, Cr., $700.00. Statements 
prepared December 31, show that the net profit for the year is $6,800.00. 

1. Make the entries in journal form (a) to transfer the net profit to the part- 
ner's capital accounts; (b) to close Banbury's personal account into his capital 
account; (c) to record the note and cash given by Ammon in payment for Ban- 
bury's interest. 

2. Assuming that the net profit the first year after the new agreement goes 
into effect is $7,000.00, (a) record in journal form the distribution of the net profit; 
(b) compare the compensation received by each under the partnership agreement 
and under the new agreement, stating whether it was more or less under the latter 
than under the former. 

Exerdae No. 91, Accruals and Deferred Items. 

At the close of the fiscal period April 10, the accruals and deferred items to 
be recorded on the books of Binner & Johnson are as follows: 

Interest accrued on notes receivable $275.60 

Interest accrued on notes payable 218.65 

Taxes accrued (Administrative Exp)ense) 214.40 

Wages unpaid : 

Administrative division of the office 116.50 

Purchasing division of the office 55-90 

Selling division of the office 251 . 65 

Sales clerks in store 310.00 

Drivers of delivery trucks 125 . 60 

Rent for month paid in advance April i 150. 00 

Insurance: 

Payments, per Insurance account: 

On merchandise 865.40 

On delivery equipment 352 . 50 

On building 250.00 

Unexpired, p)er insurance policy record: 

On merchandise 207.90 

On delivery equipment 75-75 

On building 107 . 50 

Material: 

Office supplies purchased per Office Supplies account 721 .65 

Office supplies on hand per inventory 119.60 

Advertising material purchased per Advertising Material acct. 625 . 50 

Advertising material on hand per inventory I44- 50 

Total stamps purchased per Stamps account 801 . 50 

Stamps used in office 85 . 50 

Stamps used in advertising department 261 .08 

1. Make the adjusting entries (a) to record the accrued assets and liabilities, 
(b) to record the prepaid rent in the proper account, (c) to transfer the expired 
insurance to the proper operating accounts, and (d) to transfer the value of material 
used to the proper operating accounts. 

2. Make the post-closing entries to transfer the accrued assets and liabilities 
and the prepaid expense in (a) and (b) above, to the proper operating accounts, 
under date of April 1 1 . 
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QUESTIONS 

1. (a) What account is credited for that part of the profit which is to be with- 

drawn by a partner? (b) What account is credited for that part which is 
to be left in the business? 

2. Robert Johnson invests $5,000.00 and withdraws $1,200.00; James Carrel 

invests $4,000.00 and withdraws $800.00. The business is sold for $10,500.00 
cash. How much of this cash will each partner receive, the profit and cash 
to be divided in the same proportion as the net investment? 

3. If amounts withdrawn by a partner as compensation for his services are 

debited direct to his capital account, what effect will this have on (a) 
the operating cost of the business and (b) on the net profit of the business? 

4. If there are three partners in a business and one of them sells his interest in 

the business to one of the other partners for cash, (a) what entry will be 
required to record this sale? (b) If he sells to the other two partners and 
payment is made from the assets of the partnership, what entry will be 
made? 

5. If there are three partners in a business and one of them (with the consent 

of the others) sells his interest for part cash and part note to a person who 
is not connected with the firm, what entry will be required to record this 
transaction? 

6. If a partnership business composed of two partners has been operated at a 

loss of $4,000.00 during the fiscal period, and the two partners, who share 
this loss equally, each invests $1,500.00 cash and has $500.00 debited to 
his personal account to cover this loss, what entry will be made to record 
the transaction? 

7. If the profit resulting from the operations of a partnership business during a 

fiscal period is $6,000.00 and the two partners agree to withdraw all of 
this, one of them accepting a building and lot recorded on the books of the 
partnership as **Real Estate, $2,750.00" as his share of the profit and the 
other accepting $3,000.00 cash as his share, how will the transaction be 
recorded? 

8. One of the partners is to receive five per cent of the total sales as his com- 

pensation for services rendered the partnership, maintaining his own auto- 
mobile for use in calling on customers. At the close of the business year 
the total sales amount to $152,000.00, and his drawing account shows a 
debit balance of $4,900.00 for amounts withdrawn on account of commission. 
What entries will be required to record the commission and the check paid 
him for the balance of his commission? 

9. J. C. Strickler is one of the partners in a mercantile business. At the close 

of the business year, his personal account shows a credit balance of $1,400.00 
for amounts advanced to the partnership and for salary during the year. 
He agrees to accept in settlement of this an automobile purchased by the 
partnership at the beginning of the previous fiscal period for $1,850.00 
as recorded in the Delivery Equipment account, and depreciated at the 
rate of ten per cent for each fiscal period. What entries are necessary to 
record this transaction? 

10. T. B, Bridges and L. W. Peart are partners in a mercantile business. At 
the close of the fiscal period Mr. Bridges' capital account shows a credit 
balance of $6,752.80 and Mr. .Peart's capital account, a credit balance of 
$5»522.50. Mr. Peart pays Mr. Bridges $3,500.00 cash for one-half of his 
interest in the business, thus giving Mr. Peart a three-fourths interest and 
Mr. Bridges a one-fourth interest. What entry is necessary to record this 
transaction? 



Chapter XXIV 

CONSIGNMENTS 

The Purpose of this Chapter is to explain the method of recording trans- 
actions affecting merchandise received by the business or shipped by the business 
on consignment, and to illustrate, through the practice set, some of the transactions 
performed by a commission business. While the tendency in modern business is 
to buy and sell, yet there are many cases in which it is to the advantage of all 
parties concerned to make sales on consignment. 

§ 225. A Consignment is merchandise sent by the owner to another to 
be sold for the owner. The owner of the merchandise sent as a consignment is 
known as the consignor and the one to whom the merchandise is sent as the con- 
signee. The consignment is at the risk of the consignor and belongs to him until 
it is sold by the consignee. 

The consignor consigns the merchandise to the consignee; the consignee sells the merchandise 
and pays the consignor for it. As a rule, the report of sales for each consignment is made after all 
merchandise in the consignment has b^n sold. The consignee may have in his possession more 
than one consignment from the same consignor, but a separate record is kept of the sales of the mer- 
chandise in each consignment. 

t 

§ 226. The Relation of the Consignor and Consignee is that of prin- 
cipal and agent. The agent must follow the instructions of the principal in regard 
to the sale of the merchandise which belongs to the principal; in the absence of 
any specific agreement in regard to the method of sale, the agent is supposed to 
follow the trade custom of the business in which he is engaged. The agent should 
keep the merchandise of his principal separate from his own merchandise and 
must take the same care of it; otherwise, he will be responsible for any damage 
that may occur through his negligence. 

§ 227. Compensation of Consignee. The consignee receives a fee for 
the sale of merchandise on consignment; this fee is referred to as commission and 
is based on an agreed percentage of the net sales. The commission is the consignee's 
profit, that is, his income from the services rendered in connection with selling 
consigned goods. A profit will accrue to the consignor if he receives from the 
consignee a greater amount than the cost of merchandise plus the cost of sales. 

§ 228. Purpose of Consignments. Merchandise is consigned because 
its nature is such that the consignee does not wish to purchase it or because the 
consignor believes that it will be to his advantage to offer it for sale on consignment. 
Live stock, cotton, fruit, vegetables, poultry and eggs are examples of the class 
of merchandise sold on consignment. These examples illustrate the class of mer- 
chandise that may be offered for sale on consignment, and are not given to convey 
the idea that such merchandise is always sold in this manner. Trade customs and 
market conditions govern, to a large extent, the marketing of all classes of mer- 
chandise. 

§ 229. Business Forms and Accounts. The business forms required in 
connection with a consignment consist of the "invoice of shipment" and the **ac- 
count sales." The additional accounts necessary in connection with consignments 
consist of Consignment Out, Consignment In, Commission, Storage, and Drayage. 

§ 230. The Invoice of Shipment is the business form used by the con- 
signor on which t6 list the goods shipped to the consignee on consignment. It has the 
same relation to a consignment as the sales invoice has to a sale, but differs in 
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that the title to the merchandise shipped on consignment remains in the shipper 
while the title to merchandise sold passes to the purchaser. Illustration No. 98 
shows one form of invoice of shipment. 
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Illustration No. 98, Invoice of Shipment. 

§ 231. The Account Sales is the business form used by the consignee for 
reporting to the consignor the sales and expenses in connection with the consign- 
ment. The information shown in it consists of the date, name and address of the 
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Illustration No. 99, Account Sales. 
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consignee, name and address of the consignor, date the consignment was received, 
the various charges in connection with the consignment, a description of each 
sale from the consignment, the total sales, and the net amount due the consignor. 
Where there are a number of consignments, the consignee may, by the use of 
carbon paper, prepare the account sales as the debits and credits are posted. 
Illustration No. 99 shows one form of account sales. 

CONSIGNMENT OUT ACCOUNT 

§ 232. The Purpose of this Account is to show the consignor's record 
of the transactions with the consignment. The title of the account should include 
the term ''consignment" and the name of the consignee, also "out" or "to" to 
indicate the nature of the account; thus "Consignment Out, John Smith & Co." 
or "Consignment to John Snith & Co." indicates that merchandise belonging to 
the business for which the books are being kept has been shipped to John Smith 
& Co. to be sold on consignment. 

Debit Each Consignment Out Account: Credit Each Consignment Out Account: 

K I. For transportation (a) prepaid If 2. For the net proceeds of the con- 

on the consignment, and (b) signment as shown by the ac- 

paid on merchandise belong- count sales, 

ing to the consignment re- Should the consignee send cash 

turned by the consignee. or accept a draft in part pay- 

ment of the consignment, such 
I>art i>ayments are credited to the 
consignment and deducted from 
the net proceeds. 

^ 3. The Balance of Each Consignment Out Account shows the net returns 
from the sales of merchandise belonging to the consignment; it is shown on the 
Statement of Profit and Loss as a return from sales. 

If desired, the balance of each Consignment Out account may be closed into one account with 
Consignment Sales and the balance of this account shown on the Statement of Profit and Loss. 
The^ purpose of consigning merchandise is to effect sales, hence all returns from these sales are an 
addition to the sales of merchandise from stock; the amount of the consignment sales is shown 
separate from sales out of stock so that the management may have this additional information. 

§ 233. Inventory of Consignments Out. Merchandise in the hands of 
the consignee is one of the assets of the business the same as merchandise in stock. 
No account sales from a consignee at the close of a fiscal period indicates to the 
consignor that the merchandise is still in the possession of the consignee. The 
value of this merchandise at cost price should be shown on the Balance Sheet as 
an asset under the caption ''Consignment Goods". The value of merchandise on 
consignment at the close of the fiscal period does not affect the consignment account 
because this account was not debited with its value when it was shipped. 

The debits (cost of shipping, etc) to each Consignment Out account for which there has been 
no report of sales should be shown on the Balance Sheet in the same manner as deferred charges; 
the credits ({)art payment on account of goods consigned) to each Consignment Out account for 
which there has been no report of sales, should be shown on the Balance Sheet as a liability . Amounts 
paid for sending merchandise on consignment constitute a selling expense, but if no returns have 
been received on the consignment at the close of the fiscal period, these should not be included as 
a current expense, but should be carried over into the next period. Amounts received from the 
consignee, and credited to a Consignment Out account, are liabilities at the close of the fiscal period, 
because the value of merchandise consigned is shown in the Inventory account; unless these 
amounts are shown as liabilities, the statement will not be correct, because the account with cash 
or some other asset was debited at the time the credit was made. 
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CONSIGNMENT IN ACCOUNT 

§ 234. The Purpose of this Account is to show a record of the transac- 
tions which the consignee has with the merchandise consigned to him for sale. The 
title of the account should contain the term ''consignment" and the name of the 
consignor, also the word "in" or "from" to indicate the nature of the account; 
thus "Consignment In, James Brown" or "Consignment from James Brown" indi- 
cates that merchandise has been received on consignment from James Brown by 
the business for which the books are kept. If desired, the consignments may 
be numbered consecutively and this number, together with the term "consign- 
ment" used as the title of the account; this method is followed in Illustrations 
Nos. 100-103. 

Debit Each Consignment In Account: Credit Each Consignment In Account: 

^ I. For (a) amounts paid for freight, ^ 6. For the sales of merchandise 

drayage and service costs; (b) belonging to the consignment, 

cash or other assets given the either for cash or on account, 

consignor on account of sales; 
(c) merchandise belonging to 
the consignment returned by 
customers; and (d) commis- 
sion, storage, insurance and 
other costs. 

1[ 7. The Balance of Each Consignment In Account shows an asset if the 
debit side is the larger, or a liability if the credit side is the larger. A debit balance 
indicates that the consignee has paid more for handling the goods than he has 
received from their sale; a credit balance indicates that the consignee has received 
more for the sale of the goods than the charges against the same. The balance 
of each Consignment In account is shown as a current asset or a current liability 
on the Balance Sheet prepared for the consignee. 

If desired, the various consignment in accounts may be kept in a separate ledger and a con- 
trolling account with Consignments In or Consignment Ledger maintained in the general ledger. 
With this plan, the controlling account is debited and credited with totals only, special columns 
being provided for amounts posted to the various consignment in accounts in the consignment 
ledger. 

§ 235. Inventory of Consignments In. If, at the close of the fiscal period 
there is in stock merchandise which belongs to consignments from others, the value 
of this merchandise is not shown as an asset on the Balance Sheet of the consignee 
because it does not belong to him. The interest of the consignee in merchandise 
consigned to him is shown on the Balance Sheet by the various Consignment In 
accounts. 

COMMISSION ACCOUNT 

§ 236. The Purpose of this Account is to show the net amount received 
as commission for selling merchandise on consignment. 

Debit the Commission Account: Credit the Commission Account: 

% T. For any adjustments which re- ^ 2. For amounts deducted as com- 

duce the amount of income mission from the proceeds of 

from commission as shown by consignments at the time the 

the credit to this account. account sales is rendered. 

% 3. The Balance of the Commission Account shows the net returns from 
commission; it is shown as an operating or non-operating income on the Statement 
of Profit and I-oss depending on the nature of the business. 
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Illustration No. lOO, General Journal. 

EXPLANATION. Two debit columns are provided, one for accounts in the consignment 
ledger and the other for accounts in the general ledger; only one credit column is necessary as the 
accounts in the consignment ledger are seldom credited from the general journal. Each amount 
entered in the "Consignment Ledger, Dr." column is posted to the debit of an account in the con- 
signment ledger; the total of this column is posted to the debit of the Consignment Ledger account 
in the general ledger at the end of the month. 

•The break indicates a number of entries omitted. 
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Illustration No. loi, Receipts Side of Cash Book. 

EXPLANATION. The ruling is similar to that in Illustration No. 29, except that two 
special columns are provided, one for cash sales of merchandise belonging to consignments and the 
other for cash sales of merchandise from stock. Each amount entered in the "Consignment Ledger, 
Cr.'* column is posted to the credit of an account in the consignment ledger; the total of this column 
is posted to the credit of the Consignment Ledger account m the general ledger at the end of the 
month. 

STORAGE ACCOUNT 

§ 237. The Purpose of this Account is to record the storage charges on 
consignments. Storage refers to the charges made by the consignee for the space 
occupied by the merchandise belonging to the consignor. This storage charge is 
based on the rent cost to the consignee. 

Debit the Storage Account: Credit the Storage Account: 

If I. For allowances which reduce the If 2. For the amount deducted as 

income from storage as shown storage from the sales of each 

by the credit to this account. consignment at the time the 

account sales is rendered. 

If 3. The Balance of the Storage Account shows the income from storage. It 
is shown as one of the non-operating incomes on the Statement of Profit and Loss. 
If desired, the credit to the Storage account may be shown on the Statement of 
Profit and Loss as a deduction from the cost of rent. 

*The break indicates a number of entries omitted. 
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Illustration No. 102, Payments Side of Cash Book. 

EXPLANATION. The ruling is similar to that in Illustration No. 30, except that two special 
columns are provided, one for accounts in the consignment ledger and the other for cash purchases 
of merchandise. Each amount entered in the "Consignment Ledger, Dr." column is posted to the 
debit of an account in the consignment ledger; the total of this column is posted to the debit of the 
Consignment Ledger account in the general ledger at the end of the month. 

DRAYAGE ACCOUNT 

§ 238. Draya&e refers to the cost of hauling the merchandise belonging to 
the consignor, either from the station to the warehouse or from the warehouse to 
the customers. The amount charged the consignor is approximately the same as 
the cost to the consignee. The debits and credits to this account are the same as 
those to the Storage account, because their nature is the same. The balance, which 
will be a credit, may be shown on the Statement of Profit and Loss as a non-oper- 
ating income or as a deduction from the total cost of drayage. 

COMMISSION SET 

This is a practice set without vouchers consisting of the transactions for two 
months, performed by Thompson & Strong, partners engaged in the commission 
business. The transactions are separate from the text and are included with the 
books of account necessary to record them. The purpose of this set is to provide 
practice in recording transactions peculiar to a commission business. 

^he break indicates a number of entries omitted. 
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Illustration No. 103, Sales Journal. 

EXPLANATION. This sales journal is similar to Illustration No. 19, except that a special 
column is provided for sales of merchandise belonging to consignments. E^ch amount entered in 



the "Consignment Ledger, Cr." column is posted to an account in the consignment ledger; the 

Costed to the credit of t 



total of this column is posted to the credit of the Consignment Ledger account in the general ledger 
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QUESTIONS 

What entry is made for the value of merchandise received from the owner 

to be sold for him? 
What is the difference between merchandise purchased by the business and 

merchandise received by it on consignment, in so far as title is concerned? 
Why is it advisable for the consignee to keep consigned goods separate from 

goods owned by him? 
What is the difference between a consignment inward and a consignment 

outward? 
How does the consignor secure a profit on the merchandise on consignment? 

the consignee? 
How is a Trial Balance made from the consignment ledger when there is 

an account in the general ledger with Consignment Ledger? 
How is the value of merchandise belonging to a consignment in shown on 

the Balance Sheet? 
How is -the value of merchandise belonging to a consignment out shown 

on the Balance Sheet? 
What is the purpose of (a) the Storage account, and (b) the Drayage account? 
How are the balances of the Storage and Drayage accounts shown on the 

Statement of Profit and Loss? 



Part Three — Corporation 

Chapter XXV 

§ 239. Introduction. The purpose of the discussion in this and succeeding 
chapters is to familiarize the student with the application of the principles of 
accounting to a business operated as a corporation; also to give additional practice 
in recording transactions, preparing reports and closing the ledger. Two practice 
sets applicable to a corporation business, separate from the text, accompany this 
division. The accounting principles involved in connection with recording these 
transactions are applicable to a business owned and operated by a sole proprietor 
or partnership, as well as a corporation, with the exception of those which affect 
accounts peculiar to a corporation. 

§ 240. A Corporation is defined by the Supreme Court of the United States 
as *'an association' of individuals united for some common purpose and permitted 
by the law to use a common name, and to change its members without dissolution 
of the association." This means that the corporation is an artificial person created 
by law for the purpose of operating a specific business. When brought into exist- 
ence by law, the corporation has the same privileges accorded any citizen governed 
by the same law and engaged in a business of like nature. The contracts executed 
by the corporation are under the corporate name, and in its legal relation it is 
known only by this name, the same as an individual is known by his name. 

John Smith, a citizen of Ohio, owns and operates an automobile business in Cleveland, Ohio, 
under the name of the Central Garage. The Citizens Motor Car Company, a corporation under 
the laws of Ohio, operates an automobile business in the same city, under the name of "The Citizens 
Motor Car Company." If John Smith fails to pay a debt incurred by him, and the one to whom 
it is due seeks settlement through the courts, the summons to appear in court will be addressed to 
John Smith and not the Central Garage, because he is the individual who is responsible. If The 
Citizens Motor Car Company fails to pay an account, and the one to whom the debt is due 
seeks settlement through the courts, the summons to appear in court will be addressed to The Cit- 
izens Motor Car Company because this is the legal title of the corporation. John Smith and The 
Citizens Motor Car Company each have equal rights under the law, in so far as legal rights relate 
to the automobile business. However, John Smith could, if he desired, add to his automobile business 
any other line of merchandise, but The Citizens Motor Car Co. could not do this unless the ri^ht 
granted it by the State included other lines of merchandise, because it was created for a specific 
purpose and cannot engage in any other line outside of that authorized by the law which created it. 

§ 241. The Purpose of a Corporation is (a) to provide capital for the 
operation of a business enterprise, (b) to distribute the risk of investors, and (c) 
to centralize control. The corporate form of proprietorship permits the investor 
with a small amount of money to invest in a business enterprise which may pay 
him a profit on the investment, but which may not require any part of his time in 
connection with its operation. Where one has money to invest, it is preferable to 
invest small amounts in different enterprises rather than the entire amount in one 
enterprise; this is especially true where the investor does not expect to take an 
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active interest in the operations of the businesses in which he invests. Distribu- 
tion of the investment may result in a profit on a part or all of them; investment 
in one enterprise will result in either a profit or a loss. 

Arthur Mays has invented a device for automatically removing water from the windshield of an 
automobile while it is raining. He is advised by those experienced in the automobile business that 
this should prove to be a salable article, but he does not have sufficient capital to provide for its 
manufacture. By combining his capital and that of a number of others who realize the merits of 
the invention, the necessary capital may be provided. The corporate form of proprietorship 
would be preferable, because it is possible that those who wish to invest small amounts in this enter- 
prise would not care to participate in the management of the business. 

§ 242. Comparison of the Corporation and the Partnership. A cor- 
poration differs from a partnership in the manner of organization, method of 
conducting the business, responsibility of investors, and the manner of dissolution. 
Both are formed for the same purpose — the combination of capital for the promotion 
of a business enterprise. The partnership is formed by contract; the corporation 
is created by the authority of the law of the state in which it is organized. The 
affairs of the partnership are usually conducted by the partners; the affairs of the 
corporation are in charge of officials who are elected by those who have invested 
capital in the corporation. Each partner in a partnership is individually responsible 
for all the debts contracted through the operation of the business; the investor in 
a corporation is not responsible for all of the obligations of the corporation, because 
these debts are contracted in the name of the corporation and must be collected 
out of the assets of the corporation. (The responsibility of the investor in a cor- 
poration is limited by the law which authorized the corporation.) A partnership 
continues during the time specified in the contract, unless dissolved by a decree of 
court, by agreement, by the death of a partner, the withdrawal of a partner or the 
disability of a partner; the corporation continues during the time authorized, 
and is not affected by the death, legal disability, or withdrawal of any one of those 
who have invested capital in it. Since the right to continue as a corporation may 
be renewed an indefinite number of times, it is sometimes said, '*a corporation 
never dies." A partner in a partnership may sell his interest in the partnership 
only with the consent of the other partners; each investor in a corporation may 
sell his interest at will, without consulting the other members. 

Arthur Mays would have considerable trouble in securing the necessary capital to promote 
the manufacture and sale of his invention if each investor were responsible for all of the debts which 
might be contracted in connection with the operation of this business. However, if each investor 
knew that he would not lose any more than the amount invested, provided the business did not 
prove to be profitable, he might be willing to take a chance and invest a small amount. Arthur Mays 
might hesitate to ask a friend to invest in his enterprise if he knew that his friend might be reauired 
to pay obligations which the business could not pay, but if he knew that his friend took no chance 
other than the loss of the amount invested, he would not hesitate to seek an investment from him. 

§ 243. Proprietorship in a Corporation. When one individual owns and 
operates a business, he has full control of the same, and the proprietorship is vested 
in him. When two or more partners own and operate a business, the proprietor- 
ship is vested in the partnership, each partner possessing the right to act for the 
other partner or partners; as the proprietorship is vested in the partnership, neither 
partner has the right to withdraw or dispose of his interest without the consent of 
the others. When a business is operated as a corporation, the proprietorship 
is vested in the corporation because it is an artificial person created by law for 
the purpose of operating a specific business. Each investor in the corporation has 
certain legal rights in connection with its operations which he may transfer by sale 
or gift without consulting any other investor. The value of the proprietary interest 
of a partner in the business is fixed by the Articles of Copartnership; the value of 
each unit of proprietorship in a corporation is fixed by the state law granting 
corporate authority to the corporation. 
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The proprietorship in a corj)oration is usually divided into units of equal 
value; the value of each unit is usually $100.00, but may be $1.00, $10.00, $50.00, 
or any other amount permitted by law. Each unit is usually referred to as a "share" 
or "a share of stock** in the corporation. Each investor may own one or more of 
these shares; thus, if the value of each unit is $100.00, and a stockholder purchases 
three units, then his proprietary interest or investment is $300.00. 

Arthur Mays decides that it will require $25,000.00 capital to promote the manufacture and 
sale of his patent. He decides to make the value of each unit or share $50.00, so it will not be nec- 
essary for those who are interested to invest a large amount unless they prefer to do so. This 
means that the proprietorship of the corporation will be divided into Ave hundred shares, and that 
these shares may be owned by five hundred different persons, each holding one share, or by a lesser 
number of individuals, provided more than one share is owned by one or more investors. 

§ 244. Capital and Capital Stock. The capital (proprietorship) of a 
corporation is the assets minus the liabilities; that is, the net amount remain- 
ing after all the debts have been paid. Capital stock is the maximum amount 
which the investors in the corporation are authorized to invest. If at the beginning 
of the corporation the full amount of capital stock is subscribed and paid for at 
its par value, the capital and capital stock of the corporation will be the same at 
that time; however, it will not remain the same because the net assets of the corpor- 
ation will either increase or decrease through the operations of the business. Each 
investor (stockholder) has the same interest in the net capital as he has in the out- 
standing capital stock; one who owns one- thousandth of the capital stock of the 
corporation also owns the right to one- thousandth of the capital of the corporation. 

If Arthur Mays receives $25,000.00 cash from the investors in the corporation which is to 
promote the manufacture and sale of his patent, the capital and capital stock of the corporation at 
the beginning is $25,000.00. If at the end of the first year, the assets of the corporation are $40,000.00 
and the liabilities are $10,000.00, the capital or proprietary interest at that time is $30,000.00. 

§ 245. The Method of Organizing a Corporation is prescribed by the 
law of the state in which it is organized. On page 250 is given the procedure for 
organizing a corporation in New York (at the left), and Illinois (at the right); 
the method in each of the other states is practically the same, except the par value 
of stock, the minimum number of stockholders at the beginning, and the amount 
of investment required before the certificate of incorporation is granted. 

§ 246. The Charter of a corporation is a certificate signed by the incor- 
porators and approved by the proper state officials; it is the written authority 
under which the corporation does business. Illustration No. 104 shows the form 
of a charter. When the charter is granted, the corporation comes into existence; 
and remains in existence until the expiration of the time for which the charter 
is granted or until dissolved by legal procedure. 

§ 247. When the Charter has been Granted, the corporation is ready 
to begin business. The first business to be performed is to sell the stock, that is, 
secure cash or other property from those who are to invest in the corporation. The 
purpose of the corporation is to provide capital for a business enterprise, and this 
capital is secured through the sale of its stock to those who wish to invest. 
Some states require that a part of the capital stock be subscribed for before the 
charter is issued; in these states, it is customary to have those who wish to 
invest in the corporation subscribe in writing for the number of shares to be 
purchased. Where a part of the capital is not to be paid in until after the corpora- 
tion is formed, these written promises for the subscription to stock may be secured 
after the charter is granted. When the necessary capital has been provided through 
the sale of stock, the corporation is ready to begin its business activities. 
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ORGANIZING A CORPORATION 



New York 

"Except as provided in section 2a of this 
chapter, three or more persons may become a 
stock corporation for any lawful business pur- 
pose or purposes, by making, signing, acknowl- 
edging, and filing a certificate which will 
contam: 

1. The name of the proposed corporation. 

2. The purpose or purposes for which it is 
to be formed. 

3. The amount of capital stock, and if any 
portion be preferred stock the preferences 
thereof. 

±, The number of shares of which the cap- 
ital stock shall consist, the value of which shall 
not be less than five nor more than one hundred 
dollars and the amount of capital not less than 
five hundred dollars, with wnich the said cor- 
poration will begin business. [By amendment 
of the original law, stock may now be issued 
which has no par value.] 

5. The city, village, or town in which its 
principal business ofHce is to be located. If it 
is to be located in the city of New York, the 
borough there in which it is to be located. 

6. Its contemplated duration. This may 
be made perpetual. 

7. The number of its directors, not less 
than three. 

8. The names and post ofHce addresses of 
the directors for the first year. 

9. The names and post office addresses of 
the subscribers to the certificate of incorpora- 
tion and the number of shares in the corpora- 
tion subscribed by each." 

The certificate must be signed by the 
three or more persons who make application 
for the charter and their signatures acknowl- 
edged by a Notary Public or other designated 
official. 



Illinois 

"A corporation may be formed for any 
lawful purpose (except banking, insurance, 
real estate brokerage, operation of railroads, 
and loaning money; whenever three or more 
persons, citizens of the United States, at least 
one of whom shall be a citizen of Illinois, shall 
sign, seal, and acknowledge a statement of 
incorporation setting forth: 

1. Names and post office addresses of the 
incorporators. 

2. Name of the proposed incorporation. 
^. A clear and definite statement of the 

object or objects for which it is formed. 

4. The period of duration. 

5. Location of the principal office in this 
State, giving town or city, street and number, 
if any. 

6. Number of shares into which the capital 
stock is to be divided, whether all or part of 
same shall have par value, and if so, the par 
value thereof, which shall not be less than 
$5.00 nor more than $100.00 a share; whether 
all or part of the same shall have no par value; 
and if there is to be more than one class of 
stock created, a description of different classes, 
number of shares of each, and relative rights, 
interests and preferences each class shall rep- 
resent. 

7. Names and addresses (give street and 
number) of the original subscribers to the cap- 
ital stock and amount subscribed by each. 

8. Total amount of authorized capital 
stock. 

9. Amount of such stock it is proposed to 
issue at once, which shall not be less than 
$1,000.00. 

10. The payment of at least one-half of the 
capital stock having a par value and of not 
less than $5.00 per snare for each share of cap- 
ital stock having no par value, which it is 
proposed to issue at once, with a description of 
the nature and value of the property, if any, 
paid for such capital stock. 

11. Number, names, and post office ad- 
dresses of directors by street and number, at 
least one of whom shall be a resident of this 
State, and the term for which elected." 

Procedure for the Organization of a Corporation in New York and Illinois 

§ 248. A Stockholder in a corporation is a person who owns one or more 
shares of stock in the corporation. He may have come into possession of this 
stock through purchase from the corporation itself, or through purchase or gift from 
another stockholder; in either case his ownership is evidenced by a written state- 
ment known as a certificate of stock, Illustration No. 107, and by the proper 
record of this certificate on the books of the corporation. 



Robert C. Brown subscribes and pays for four shares of stock in the corporation organized by 
Arthur Mays for the purpose of promoting the sale of his patent, the windshield cleaner. Mr. Brown 
will receive, as evidence of the cash paid, a written statement in the form of a certificate of stock, 
showing the name of the corporation, the number of shares he has purchased, and the par value of 
each. This is property which belongs to Robert C. Brown and which he can dispose of at will. 
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Charter of Incorporation 

Be U known that J. C. Wilson, /. W. Jqnes, R. L, Wood, E. E, Miller, and W, S. Shields, all 
more than twenty-one years old,, are hereby constituted a body politic, and corporated by the name and 
style of the Union Printing and Publishing Company, with a capital stock of Fifty {$50,000.00) Thou- 
sand DoUars, 

The general powers of said corporation are: 

/. To sue and be sued by the corporate name. 

2. To have and use a common seal, which it may alter at pleasure; if no common seal, then the 
signing of the name of the corporation by any duly authorised officer shall be legal and binding. 

3. To purchase and hold, or receive by gift, any addition to the personal property owned by said 
corporation, any real estate necessary for the transaction of the corporate business, and also to purchase 
artd accept any real estate in payment or part payment of any debt due to the corporation, and sell realty 
for corporation purposes. 

4. To establish by-laws and make all rules and regulations, not inconsistent with the laws and 
constitutions, deemed expedient for the management of corporate affairs. 

5. To appoint such subordinate officers and agents, in addition to the President, Secretary, and 
Treasurer, as the business of the corporation may require. 

6. To designate the name of the office, and fix the compensation of the officers. 

7. To borrow money and issue notes or bonds upon the face of the corporate property, and also to 
execute a mortgage or mortgages as further security for the repayment of money thus borrowed. 

The following provisions and restrictions are coupled with said grant of powers: 

1. A failure to elect officers at the proper time does not dissolve the corporation, but tho'se in 
office hold until election, or appointment and qualification of their successors. 

2. The term of all offices may be fixed oy the by-laws of the corporation; the same, however, not 
to exceed two years. 

S. The corporation may, by by-laws, make regulations concerning the subscription for, or transfer 
of stock', fix upon the amount of capital to be invested in the enterprise; the division of the same into 
shares; the time required for the payment thereof by the subscribers to the stock; the amount to be called 
in at one time. The right of action should exist in a corporation to sue a defaulting stockholder for the 
failure to pay for stock subscribed to, when called upon to do so. 

4. The corporation shall have power to purchase type, presses, paper, etc., for the purpose of 
printing newspapers, books, pamphlets, etc., and in general, to execute aU orders for printing books, 
and the execution of all orders for Job work usually undertaken and performed in first-class printing and 
publishing associations. 

5. The Board of Directors shall consist of five or more members at the option of the corporation, 
to be elected either in person or by proxy by the majority of the votes cast, each share representing one 
vote. 

6. A majority of the Board of Directors shall constitute a quorum, and shall fill all vacancies 
until next election. The first Board of Directors shall consist of five or more incorporators who shall 
apply for, and obtain the charter. 

7. The books of the corporation shall show the original and subsequent stockholders, their re- 
spective interests, the amount which has been paid on the shares subscribed, the transfer of stock, and other 
transactions in which it is presumed the stockholders or creditors may have an interest. 

8. By no implication or construction shall the corporation be deemed to possess any powers, except 
those hereby expressly given or necessarily implied from the nature of the business for which the charter 
is applied. 

We, the undersigned, apply in the State of Tennessee, by virtue of the law of the land, for a charter 
of incorporation for the purpose of, and with the powers declared in the foregoing instrument. 
Witness our hand, August 16, 1922. 

Illustration No. 104, Charter of Incorporation (Tennessee). 

EXPLANATION. It will be observed that the par value of each share is to be fixed by the 
Board of Directors, and is not stated in the charter; also that the number of incorporators is five 
instead of three, as required in New York and Illinois. 

§ 249. Classification of Stock. Those who make application for the charter 
designate the rights and privileges of the stockholders in the corporation. If some 
of the stock carries with it rights and privileges not granted to the other stock, it 
will be necessary to indicate this in the certificate of stock issued to each stock- 
holder. There are usually two kinds of stock issued, common and preferred. 

The discussion of common and preferred stock given in §§250 and 251 is for the information 
of the bookkeeper in recording the transactions in connection with the transfer of corporate stock. 
The legal distinction between these two classes of stock may be ascertained from a study of corpo- 
ration law and the laws of the various states authorizing the organization of corporations. 

§ 250. Common Stock. Common stock is that issued to stockholders 
who are to participate in the management of the business, and to share in the 
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profits which may result from its operations without financial preference. The 
term **common" as used in connection with the stock in a corporation is not to 
be interpreted as meaning that this stock has less value than other stock issued by 
the corporation. It is used only to distinguish between the stock which has no 
financial preference and that which has financial preference. 

§ 251. Preferred Stock. Preferred stock is that issued to stockholders 
who wish to have the amount of the income from their investment in the 
corporation stated, and who do not care to take an active part in the manage- 
ment of the corporation. This statement is not to be interpreted as meaning that 
the preferred stockholders do not have the privilege of taking an active part in the 
management of the business, as this is often permitted through the authority 
given in the charter. Preferred stock always specifies a fixed rate of dividend. If 
this dividend is payable out of the profits of each year, the preferred stock is "non- 
cumulative;** if the dividend is to be paid out of future profits, when the profits 
of each year are not sufficient to pay the rate, it is '^cumulative.** 

§ 252. No Par Value Stock refers to stock issued without value in those 
states which authorize corporations to issue no par value stock. The laws in these 
states set a minimum (nominal) value at which no par value stock may be issued ; 
thus, in Illinois at least $io.oo must be collected for each share of no par value 
stock before the corporation is authorized to issue the stock. The market value 
of each share of no par value stock is determined by dividing the proprietorship 
(net assets) of the corporation by the total number of shares issued. 

The purpose of issuing stock with no par value is to encourage those who wish to invest in 
corporation stock to ascertain the real value of the stock before purchasing it, rather than to base 
the purchase price on the par value as stated in the certificate. The value of a certificate of stock 
which states that the holder is entitled to ten shares of stock in the corporation, par value $ioo.oo 
per share, may or may not be $1,000.00; yet the buyer might be induced to pay $1,000.00 for it 
because of this statement. If the statement in the certificate were to the effect that the holder was 
entitled to ten shares of stock in the corporation, without any value placed on the stock, the pur- 
chaser could ascertain the value only from a knowledge of the number of shares which the corpora- 
tion had issued and the value of the net assets of the corporation. 

§ 253. Unissued Stock is that stock which is authorized in the charter 
but has not been issued to stockholders; it has no monetary value because it has 
not been issued. Under no condition should unissued capital stock be recorded 
as an asset, or confused with treasury stock. It is customary to record the unissued 
capital stock on the books of the corporation so that each stockholder may know 
from the report submitted to him by the accounting department, the par value 
of the stock which the corporation has the authority to issue, but which has not 
yet been issued. 

§ 254. Treasury Stock is capital stock which has been fully paid up and 
issued, but, through purchase or gift, comes back into the possession of the cor- 
poration. A corporation has the right to purchase its own stock unless the state 
law under which it was organized forbids it. As a rule, corporations are not per- 
mitted to buy their own stock because this would defeat the purpose of the cor- 
poration, which is to distribute the ownership of the stock among many. Unissued 
capital stock must not be confused with treasury stock; the former represents 
stock which has not been issued, and the latter, stock which has been issued, 
but later acquired by the corporation through purchase or donation. 

Stock purchased may be illustrated as follows: a corporation wishes to have each of its em- 
ployees own one or more shares of its stock. To encourage this, it agrees to buy back the stock held 
by an employee should he leave the employ of the corporation. Stock is issued to an employee and 
recorded in the same manner as stock issued and sold to another. Should the employee sever his 
connection with the corporation, his stock would be purchased by the corporation and held in the 
treasury until sold again. 

Stock donated to a corporation may be illustrated as follows: the stockholders of a corporation 
engaged in the manufacture of automobiles plan to bring out a new model; however, they wish to 
have it thoroughly tried out before offering it on the market. The common stockholders decide to 
donate to the corporation a designated number of shares of their stock to be sold in order to provide 
funds for developing the new car. This stock, when received by the corporation, will be recorded 
as treasury stock and held as such until it is sold. 
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§ 255. Value of Stock. Stock in a corporation may have four different 
values, as follows: 

(i) The par value is the amount stated in the certificate; no par value stock 
does not have a par value. 

(2) The market value is the price at which the stock is quoted on a Stock 
Exchange, or at which it can be sold; stock quoted at '*.79*' is worth 
$79.00 for each share. 

(3) The book value of stock is the par value plus the surplus or the par 
value minus the deficit. If the capital stock is one hundred thousand 
dollars and the surplus ten thousand dollars, each hundred dollar share 
of stock has a book value of one hundred and ten dollars; if there is no 
surplus, but a deficit of ten thousand dollars, the book value is ninety 
dollars per share. 

(4) The real value is the amount that would be received for the stock if the 
assets of the corporation were liquidated; the real value and the book 
value would be the same if the assets were sold for the value recorded 
on the books of the corporation. 

§ 256. A Dividend is that part of the profit of the corporation distributed 
to the stockholders. The Board of Directors determines the amount of profit to 
be distributed as dividend, and the amount to be retained as surplus. The divi- 
dend is usually a certain per cent of the par value of the stock; a dividend of 6% 
means that each stockholder who owns $100.00 par value of stock in the corpo- 
ration will receive $6.00 dividend. 

§ 257. An Assessment is the reverse of a dividend ; that is, the stockholder is 
required to pay to the corporation a certain per cent of the par value of the stock 
he holds instead of receiving from the corporation a certain per cent of the par 
value of his stock. Assessments are necessary when the working capital of the 
corporation has been impaired through the operations of the business, and it is 
necessary to procure additional working capital in order to continue the operation 
of the business. Each stockholder must pay the assessment levied by the Board 
of Directors unless the stock he holds is non-assessable; the stockholder who holds 
stock subject to assessment and refuses to pay, becomes a debtor to the corporation, 
and the amount can be collected in the same manner as any other debt. 

§ 258. The Surplus of a corporation is that part of the profit which has 
not been distributed to stockholders in dividends. This surplus is one of the lia- 
bilities of the corporation to the stockholders. The proprietorship of the corpora- 
tion is the outstanding capital stock plus the surplus. 

§ 259. Bonds. A bond is a long-time note arranged in a special form. Bonds 
are usually issued in denominations of $100.00, $500.00, and $1000.00, and usually 
secured by a mortgage on real estate or personal property owned by the corpora- 
tion. E^ch bond is composed of two sections: one, the bond itself, which is the 
written promise of the corporation to pay the amount mentioned; and the other, 
the interest coupons, that is, the written promises of the corporation to pay 
annually or semi-annually a certain amount of interest. A bond of $1,000.00 
payable in twenty years, with interest payable semi-annually at 6%, would have 
forty coupons, each coupon being a written promise or obligation of the 
corporation executing the bond to pay $30.00. On the due date of each coupon, 
the holder of the bond detaches it from the bond, and presents it to the trustee 
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(usually a bank or trust company) for collection. When the bond referred to is 
due, at the end of twenty years, all of the coupons will have been removed. Bonds 
are issued by both public and private corporations; that is, a city, a county or a 
state may borrow money by issuing bonds in the same way as an incorporated 
railroad or other business enterprise. 

§ 260, Sinking Fund refers to assets owned by the corporation, but usually 
in the hands of a trustee who represents the bondholders. When a mortgage is 
given to secure the bondholders, this usually specifies the amount of cash or other 
assets to be placed in the hands of the trustee each year, so that he may have 
available, at the maturity of the mortgage, funds with which to pay the bonds 
it secures. The mortgage usually specifies the nature of the securities to be pur- 
chased by the trustee with the cash received from the corporation. 

§ 261. Sinking Fund Reserve refers to a yearly reserve set up against 
current profits in anticipation of the payment of bonds at maturity; the amount 
of this yearly reserve is usually based on the number of years the bonds have to 
run — one-tenth of the amount if they mature in ten years, one twentieth if they 
mature in twenty years, one fiftieth if they mature in fifty years. After the net 
profit for each year is closed into the Surplus account, that part of the profit to 
be set aside as reserve is taken out of the Surplus account and credited to the 
Sinking Fund Reserve account. At the maturity of the bonds, the Sinking Fund 
Reserve Fund account will have a credit equal to the par value of the bonds and 
is transferred to the Surplus account. 

A sinking fund differs from a sinking fund reserve in that, in the former, the 
cash is given to the trustee and invested by him in securities according to the terms 
of the mortgage, while in the latter, a part of the profit is credited to the reserve 
account and the cash remains as working capital for the corporation. The investor 
in a bond should be assured that his investment is well secured and that his interest 
is safeguarded throughout the life of the bonds. 

§ 262. Method of Conducting the Business of a Corporation. The 

affairs of a partnership are conducted by the partners or managers selected by 
them. The affairs of a corporation are directed by the officers elected by the Board 
of Directors. The members of the Boa^d of Directors are elected by the stock- 
holders, each stockholder, whose stock permits him to vote, being entitled to one 
vote for each share of stock which he owns. After the organization of the cor- 
poration is conipleted, the stockholders meet and elect a Board of Directors who 
are responsible to them for the management of the affairs of the corporation. 
The Board of Directors elect from their number officers who are responsible to 
them for the detailed operations of the business, usually President, Secretary and 
Treasurer, whose duties are fixed by the Board of Directors. Stockholders meet 
annually to elect a Board of Directors; this Board usually elects the officers at 
the same time. One stockholder might control the entire operations of the cor- 
poration if he owned more than fifty per cent of the stock, because he could elect 
the Board of Directors, and through his control of the majority of the stock, elect 
the officers. The law under which a corporation is formed usually prohibits one 
stockholder from owning all the stock, but there is no law which prohibits a stock- 
holder from purchasing the majority of the stock. 

§ 263. Income Tax for a Corporation. Each corporation is required to 
pay a Federal Income Tax on its net income the same as an individual. The amount 
of the tax is specified in the law which requires its payment. This tax is levied on 
the net income, which is defined as "gross income less the deductions allowed." 
For the purpose of applying the federal income tax, corporations are divided into 
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two classes, corporations and personal service corporations. The latter title is 
used to distinguish between the smaller corporations in which each stockholder 
takes an active interest in the business, and the larger corporations where the 
stockholder purchases stock as an investment and takes no active interest in the 
business. 

Quoting from the Revenue Act of 1921 : 

'The term 'personal service corporation' means a corporation whose income 
is to be ascribed primarily to the activities of the principal owners or stockholders 
who are themselves regularly engaged in the active conduct of the affairs of the 
corporation and in which capital (whether invested or borrowed) is not a material 
income-producing factor; but does not include any foreign corporation, nor any 
corporation 50 per centum or more of whose gross income consists (i) of 
gains, profits, or income derived from trading as a principal, or (2) of gains, profits, 
commissions, or other income, derived from a government contract or contracts 
made between April 6, 1917, and November 11, 1918, both dates inclusive." 

The tax of a personal service corporation is more of the nature of the tax 
imposed on a partnership as the taxes are paid by the individual stockholders 
and not by the corporation. 

§ 264. Bookkeeping for a Corporation. The nature of the work required 
to record the transactions performed by a corporation does not differ from that 
required to record the same transactions performed by a partnership. The only 
difference between keeping books for a corporation and for a partnership, is the 
addition of accounts required to record the capital invested in the corporation and 
addition of accounts required to record the capital invested in the corporation 
and the profits resulting from its operations. These accounts are discussed in 
Chapter XXVI. 

QUESTIONS 

1. Give three reasons why you would prefer having money invested in a cor- 

poration instead of in a partnership. 

2. In what respect does a corporation differ from an individual? 

3. What are the requirements for forming a corporation in your home state? 

4. When would common stock be more valuable than preferred stock? 

5. What are the four values that may be attached to stock? Explain each. 

6. What is the difference between par value and no par value stock? Explain 

the reason for each. 

7. Why does stock sell (a) for more than its par value; (b) for less than its par 

value? 

8. Why should a corporation be willing to pay more than the book value for the 

assets of a going business which it purchases? 

9. Would the sales on account in a retail business operated by a corporation be 

recorded in a different manner than they would in a business of the same 
nature owned and operated by partners? 
10. What authority does a stockholder in a corporation have in connection with 
the operations of the business of the corporation? 



Chapter XXVI 

ACCOUNTS PECULIAR TO A CORPORATION 

The Purpose of this Chapter is to explain the accounts which are pecuh'ar 
to a corporation ; these include the accounts necessary to record the proprietorship 
of the corporation and the transactions which occur only in the operations of a 
business conducted by a corporation. The accounts discussed are Capital Stock, 
Unissued Capital Stock, Subscribers to Capital Stock, Subscriptions to Capital 
Stock, Treasury Stock. Donated Treasury Stock, Surplus, Dividend, Organization 
Expense, Bonds Payable, and Goodwill. 

CAPITAL STOCK ACCOUNT 

§ 265. The Purpose of this Account is to show the par value of the capital 
stock authorized by the charter, or the par value of the capital stock issued and 
not canceled. There are two methods of keeping the Capital Stock account: with 
one method, the Capital Stock account is credited with the amount of the capital 
stock authorized by the charter at the time it is granted; with the other method, 
the Capital Stock account is credited only with that part of the capital stock issued. 



Debit the Capital Stock Account: 

If I. For the par value of stock with- 
drawn by amendment to the 
charter; or when the corpora- 
tion is dissolved, for the par 
value of capital stock as shown 
on the credit side. 



Credit the Capital Stock Account: 

If 2. For (a) the par value of capital 
stock authorized by the char- 
ter or by amendment thereto, 
or (b) the par value of capital 
stock at the time the stock 
is issued. 



If 3. The Balance of the Capital Stock Account will show (a) the par value of the 
authorized capital stock of the corporation when credited with the full authorized 
capital stock at the time of organization; or (b) the par value of the capital stock 
issued and outstanding when credited with the stock as issued. The par value of 
the authorized capital stock and the par value of the capital stock issued are shown 
on the Balance Sheet. 

UNISSUED CAPITAL STOCK ACCOUNT 

§ 266. The Purpose of this Account is to show the par value of the un- 
issued capital stock; that is, the stock authorized by the charter but not sold and 
issued. This account is not needed when the capital stock is all issued at the time 
of organization, nor when the Capital Stock account is used to show the par value 
of stock issued. 



Debit this Account: 

If I. For the par value of the cap- 
ital stock authorized by the 
charter when this amount is 
credited to the Capital Stock 
account at the time of organ- 
ization. 

^ 3. The Balance of the Unissued Capital Stock Account shows the par value 
of unissued capital stock. It has no value until sold, hence is shown on the Balance 
Sheet as a deduction from the authorized capital stock. 

256 



Credit this Account: 

If 2. For the par value of the cap- 
ital stock issued when the 
amount of the authorized cap- 
ital stock is recorded on the 
debit side of this account. 
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SUBSCRIBERS TO CAPITAL STOCK ACCOUNT 

§ 267. The Purpose of this Account is to show the amount due from those 
to whom the capital stock has been sold on the deferred payment plan. This 
account is not needed when the subscribers pay for their stock at the time it is 
purchased. 

Debit the Subscribers to Capital Credit the Subscribers to Capital 

Stock Account: Stock Account: 

f I. For the par value of capital ^ 2. For cash or other assets re- 
stock subscribed but not paid ceived from subscribers to 
for. Apply on stock subscribed. 

If 3. The Balance of the Subscribers to Capital Stock Account shows the amount 
owed by subscribers for capital stock purchased but not paid for. It is shown on 
the Balance Sheet as a current asset unless the payments are extended over a long 
period, in which case it is shown as a separate item below the current assets and 
above the fixed assets. 

SUBSCRIPTIONS TO CAPITAL STOCK ACCOUNT 

§ 268. The Purpose of this Account is to show the par value of stock 
subscribed but not issued because it has not been paid for. This account is not 
needed when the subscribers pay for their stock at the time it is purchased. 

Debit the Subscriptions to Capital Credit the Subscriptions to Capital 

Stock Account: Stock Account: 

% I. For the par value of stock If 2. For the par value of capital 
issued to subscribers. stock subscribed. 

% 3. The Balance of the Subscriptions to Capital Stock Account shows the par 
value of capital stock subscribed but not issued because the subscribers have 
not paid their subscriptions. It is shown on the Balance Sheet as an addition to 
the capital stock outstanding, or, if no stock has been issued, as the only item 
of proprietorship. 

TREASURY STOCK ACCOUNT 

§ 269. The Purpose of this Account is to show the par value of treasury 
stock owned by the corporation. This stock has no connection with unissued 
capital stock, and the facts recorded in this account apply only to the stock of the 
corporation which has been fully paid up and iissued but has come back into the 
possession of the corporation through purchase or donation (§ 254). 

Debit the Treasury Stock Account: Credit the Treasury Stock Account: 

If I. For the par value of the capital If 2. For the par value of treasury 

stock of the corporation pur- stock sold, 

chased by or donated to it. 

f 3. The Balance of the Treasury Stock Account shows the par value of the 
treasury stock owned by the corporation. It is shown on the Balance Sheet as a 
deduction from the balance of the Capital Stock account. 

TREASURY STOCK DONATED ACCOUNT 

§ 270. The Purpose of this Account is to show the par value of stock do- 
nated to the corporation, and after it is sold, the capital resulting from its sale. 
When the donation is made, the Treasury Stock account is debited, and the Treas- 
ury Stock Donated account is credited with the par value. When the stock is sold. 
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Cash or the account which shows the value of the asset received for it, is debited, 
and the Treasury Stock account is credited; if sold at a discount or premium, 
the difference between the par value of the stock and the amount received is debited 
or credited to the Treasury Stock Donated account. Cash or other asset? which 
come into the possession of the corporation through donation increase the capital 
of the corporation and it is necessary to record this increase. 



Debit the Treasury Stock Donated 

Account: 

% I. For the discount on donated 
stock. 



Credit the Treasury Stock Donated 

Account: 



If 2. For the par value of stock 
donated to the corporation 
by the stockholders. 

H 3. For the premium on donated 
stock. 

1[ 4. The Balance of the Treasury Stock Donated Account, before the donated 
stock is sold, shows the par value of donated stock, and after it is sold, shows the 
capital resulting from the donation. It may remain in this account, or be trans- 
ferred to an account with Capital Surplus. The balance of the Treasury Stock 
Donated account should not be closed into the Surplus account because it is not 
profit to be withdrawn, but capital supplied for a definite purpose. It is shown 
on the Balance Sheet as a part of the capital of the corporation in connection 
with the Capital Stock and Surplus accounts. 



SURPLUS ACCOUNT 

§ 271. The Purpose of this Account is to show the undivided profits; 
that is, that part of the profit which has not been distributed to stockholders. 
The par value of the capital stock, issued and outstanding, plus the balance of 
the Surplus account is the proprietorship of the corporation and should be the same 
as the difference between the assets and liabilities. 



Credit the Surplus Account: 

If 4. At the close of each fiscal 
period, for the net profit 
if the operations of the busi- 
ness have resulted in a profit. 

If 5. For any adjustments during 
the period which increase the 
profits for a preceding period.* 



Debit the Surplus Account: 

If I. At the close of each fiscal 
period, for the net loss if 
the operations of the business 
have resulted in a loss. 

If 2. For that part of the profit 
which is to be paid as a 
dividend to the stockholders 
or set aside for a specific 
purpose. 

If 3. For any adjustments during 
the period which diminish 
the profits for a preceding 
period.* 

^ 6. The Balance of the Surplus Account shows the undivided profits result- 
ing from the operations of the business. It is shown on the Balance Sheet as a 
part of the capital of the corporation, being listed in connection with the capital 
stock, but as a separate amount ; if the business has been operated at a loss greater 
than the balance of the Surplus account, this excess is recorded in a Deficit account. 

*The amounts involved in this debit and credit are usually small and result from errors which 
reduce or increase the income of a previous fiscal period. It is the better practice to record such 
items in an account with "Adjustment of Errors in Previous Periods," and at the close of the fiscal 
period, transfer from the Surplus account an amount sufficient to close the adjustment account. 
This plan avoids recording small amounts in the Surplus account and simplifies auditing. 
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DIVIDEND PAYABLE ACCOUNT 

§ 272. The Purpose of this Account is to show the amount set aside by 
the board of directors for distribution as a dividend among the stockholders. 
Dividends are not declared on treasury stock nor on unissued stock. A separate 
account may be opened with each dividend, if desired, in which case the first one 
is designate as "Dividend No. i," the second, as "Dividend No. 2," etc. 

Debit the Dividend Payable Account: Credit the Dividend Payable Account: 

1[ I. For part or all of the dividend If 2. For that part of the profit 

paid. which is set aside by the 

board of directors as a divi- 
dend to the stockholders. 

If 3. The Balance of the Dividend Payable Account shows the amount of the 
dividend declared, but not paid to stockholders. As a rule, the account will be in 
balance because dividend checks will be issued to the stockholders as soon as the 
dividend is authorized. However, in case the address of a stockholder is not known, 
or if for some reason the check has not been issued, the account will not be in 
balance and the amount of the balance will be a liability. If such a liability exists 
at the close of a fiscal period, it is shown on the Balance Sheet as a current liability. 

ORGANIZATION EXPENSE ACCOUNT 

§ 273. The Purpose of this Account is to show the cost of organizing the 
corporation, which includes legal fees, commission on the sale of stock, salaries 
of stock salesmen, office rent, and other expenses incurred before the corporation 
is ready to begin the operations for which it is organized. At the time the corpo- 
ration is ready to begin business, the balance of this account may be regarded 
as a permanent asset or as a charge against Surplus to be distributed over a number 
of consecutive fiscal periods. 

Debit the Organization Expense Credit the Organization Expense 

Account: Account: 

f I. For all expenses incurred in T[ 2. For that part of the organiza- 

the organization of the cor- tion expense written off at the 

poration. close of each fiscal period. 

(Surplus account is debited.) 

If 4. The Balance of the Organization Expense Account, if no part of the 
organization expense is written off at the close of each fiscal period, shows the 
asset resulting from the expenditures in connection with the organization of the 
corporation; if a part is written off each fiscal year, the balance will show the 
amount remaining as an asset. Organization expense is shown as a separate item 
on the asset side of the Balance Sheet. 

The Commissioner of Internal Revenue has ruled that organization expense is not an operating 
cost deductible from the income of the cor{>oration ; hence, if any part is written off at the close of 
each fiscal period, it is necessary to debit it to the Surplus account. When organization expense 
is written off over a number of fiscal periods, the amount to be written off each year and the number 
of fiscal periods covered by the process axe determined by the Board of Directors or management 
of the corporation. 

BONDS PAYABLE ACCOUNT 

§ 274, The Purpose of this Account is to show the amount of the indebted- 
ness resulting from bonds issued by the corporation. These bonds are usually 
secured by a mortgage on real estate or personal property (§ 259). 

Debit the Bonds Payable Account: Credit the Bonds Payable Account: 

If I. For the face value of bonds If 2. For the face value of bonds 

paid by the corporation. issued by the corporation. 
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^ 3. The Balance of the Bonds Payable Account shows the face value of the 
bonds owed by the corporation. It is shown on the Balance Sheet as a fixed lia- 
bility. 

When bonds are sold at less than par, the discount is debited to a Discount on Bonds account; 
when they are sold at more than par, the premium is credited to a Premium on Bonds account. 
In either case, the account which shows the difference between the par value and the selling price 
will appear on the Statement of Profit and Loss as an non-operating income or loss. 

GOODWILL ACCOUNT 

§ 275. The Purpose of this Account is to show the value of goodwill 
purchased by the corporation. ''Goodwill" refers to the difference between the 
purchase price and the book value of the net assets of a going concern; it is recorded 
as goodwill only on the books of the buyer. Goodwill is of the same nature as 
organization expense, and may be regarded as a permanent asset or may be 
written off over a number of consecutive fiscal periods. 

Debit the Goodwill Account: Credit the Goodwill Account: 

If I. For the value of the good- H 2. For that part of the goodwill 

will purchased at the time written off at the close of each 

a going business is taken over. fiscal period. (Surplus ac- 

count is debited.) 

If 3. The Balance of the Goodwill Account, if no part of the goodwill is written 
off at the close of each fiscal period, shows the cost value of the goodwill purchased 
by the corporation ; if a part is written off each fiscal year, the balance will show 
the value of the goodwill at the conclusion of the business year. Goodwill is shown 
as a separate item on the asset side of the Balance Sheet. 

Goodwill may be illustrated as follows: C. A. Popp owns and operates a retail shoe store. 
"Cashes to retire from active management, and A. J. Downey, D. F. Ford, Robert McDowell, 
and C. W. Smith, four of the clerks, decide to incorporate the business and take over the larger part 
of his interest. The Balance Sheet prepared at this time shows the net assets of the business to 
be worth $92,500.00, but the incorporators agree to give Mr. Popp $100,000.00 for the business. 
The 17,500.00 paid Mr. Popp in excess of the actual value of the assets will be recorded on the 
books of the corporation in the Goodwill account. 

QUESTIONS 

1. What accounts are needed in connection with the investment in a corporation? 

2. What accounts will be debited and credited in the opening entries of a cor- 

poration in which the capital stock is $60,000.00 (a) if all stock is subscribed 
and paid for in cash, and (b) it only $50,000.00 is subscribed and paid for? 

3. What are the two methods of recording capital stock? Explain each. 

4. If you were keeping books for a corporation and the stockholders donated 

common stock having a par value of $10,000.00, what accounts would you 
debit and credit? 

5. If the common stock donated in question No. 4 were sold for $8,500.00 cash, 

what accounts would you debit and credit? 

6. What accounts would be debited and credited if a corporation with a capital 

stock of $100,000.00 sells on the installment plan only $75,000.00 of the 
stock at the beginning? 

7. Why does the law usually forbid a corporation from purchasing its own stock 

and retaining ownership of it for an indefinite period? 

8. What is the difference between the capital and capital stock of a corporation? 

Give an example. 

9. Why is the net profit or loss resulting from the operations of a corporation 

during a fiscal period, transferred to the Surplus account and not to the 
Capital Stock account? 
10. If the amount shown by the Goodwill account is $10,000.00 and it is desired 
to close this out over a period of five years, what entry will be required at 
the close of each year? 



Chapter XXVH 

BOOKS OF ACCOUNT PECULIAR TO A CORPORATION 

The Purpose of this Chapter is to explain and illustrate the books of ac- 
count required to record the transactions completed during the organization of 
a corporation and those performed by the officers in connection with the corporate 
affairs. The books needed to record the transactions completed in the regular 
operations of a business owned and operated by a corporation are the same as 
those needed to record such transactions for a like business owned and operated 
by an individual or by partners. The books of account required to record trans- 
actions affecting the corporate affairs consist of the subscription book, subscribers' 
journal, subscribers' ledger, stock certificate book, stockholders' journal, stock- 
holders' ledger, stock transfer book, and minute book. 



§276. Subscription Book. The state 
corporations usually requires that a certain per 
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law governing the organization of 
cent of the capital be paid in when 
application is made for the 
charter. It is necessary, there- 
fore, for the organizers to secure 
subscriptions to the capital stock 
and payment for part or all of 
the stock subscribed. These 
subscriptions are usually ob- 
tained by having the proposed 
stockholders sign a subscription 
list, ruled similar to Illustration 
No. 105. The subscription book 
is made up by binding the sub- 
scription lists; these lists are 
usually punched to fit a binder. 
The information given in the 
subscription book provides a 
basis for recording the trans- 
actions with the subscribers. 
The signature of a proposed 
stockholder to the subscription 
list binds him to pay for the 
number of shares mentioned in 
connection with his subscription ; 
hence, the subscription list is the 
contract between the corpora- 
tion and the subscriber. For 
this reason, the subscription 
list or the subscription book 
should be kept in a safe place 
until the subscriptions have 
been paid in full and the stock 
issued as per contract. 
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SUBSCRIBERS' JOURNAL 



§ 277. The Subscribers' Journal contains a record of the subscriptions 
for stock; the information for each entry is obtained from the subscriptions as 
shown on the subscription lists which compose the subscription book. The ruling 
should be so arranged that the subscription of a subscriber may be recorded on 
one horizontal line. Space should be provided for the date, name of the subscriber, 
his address, number of shares subscribed, par value of the same, and amount columns 
for common and preferred stock. Each subscriber is debited in the subscribers* 
journal with the par value of the stock he has purchased; at the end of the month, 
the Subscribers to Capital Stock account in the general ledger is debited and the 
Subscriptions to Capital Stock account credited for the total subscriptions. 

Illustration No. io6 shows the ruling in skeleton form for a subscribers* journal. 
If transactions of this nature are not numerous, the entries may be made in the 
general journal, in which case Subscribers to Capital Stock account will be debited 
and Subscriptions to Capital Stock account credited for the par value of the sub- 
scriptions recorded in each entry. 



Date 



Name 



Address 



No. 
Shares 



Par 
Value Common 



Preferred 



Illustration No. io6, Ruling for a Subscribers' Journal. 

§ 278. The Subscribers' Ledger contains accounts with those subscribers 
who purchase stock on the deferred payment or installment plan; when a sub- 
scriber pays cash for his stock at the time he subscribes for it, no account is needed 
with him in the subscribers* ledger. The usual ledger ruling is sufficient to record 
the facts as all the information needed is the debit to a subscriber's account for 
stock subscribed by him, and the credit to his account for cash received as part 
payment of the same. Since each debit to accounts in this ledger is included in 
the total debit to the Subscribers to Capital Stock account in the general ledger, 
the accounts in the subscribers* ledger are controlled by this account. 

§ 279. The Stock Certificate Book is a bound or loose-leaf book contain- 
ing stock certificates, each certificate attached to a stub with space for recording 
the information written in the certificate. When a subscriber pays for his stock, 
he is entitled to a certificate showing his interest in the corporation; this interest 
is indicated by the number of shares and the par value of each. Illustration No. 
107 shows a stock certificate filled out ready for delivery to the purchaser, and the 
attached stub with the necessary information in regard to the certificate. When 
this certificate is removed from the stub and given to the purchaser, he will retain 
it as evidence of his interest in the corporation. The information on this stub 
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Illustration No. 107, Stock Certificate Attached to Stub. 



STOCKHOLDERS' JOURNAL 
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will be transferred, either direct or through the stockholders' journal, to an ac- 
count with him in the stockholders* ledger. The stockholder who pays for his 

subscription on the deferred payment or install- 
ment plan receives a receipt for each payment; 
these receipts are surrendered when the subscrip- 
tion is paid in full and the certificate of stock 
issued. 

EXPLANATION. The illustration at the left 
shows the printed form on the back of the certificate, to 
be used by the owner for instructions in regard to transfer 
of title when the stock is sold. Should James O. Whitman 
sell five shares to Ernest L. Musselman on October 23, the 
spaces would be filled out as follows: i, "I"; 2, "Ernest L. 
Musselman"; 3, "Five (5)"; 4, "J. S. Martin" or some 
other officer of the corporation authorized to make transfer; 
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5. "my"; 6, "23d"; 7, "October"; 8,theyear; 9, "James 
O. Whitman"; 10, the sig^nature of a disinterested person 
who would sign as witness. 

Illustration No. 108, Form on Back of Stock Certificate. 

§ 280. The Stockholders' Journal contains a record of the stock certificates 
issued; it is sometimes referred to as a corporation journal. The information for 
the transactions recorded in this journal is obtained from the stubs of the stock 
certificates issued. The ruling should be such that all the information in regard 
to each certificate may be recorded on one horizontal line. The purpose of this 
journal is to provide a posting medium for the accounts in the stockholders' ledger. 
If the information in the stockholders* ledger is obtained direct from the stock 
certificate stub, the stockholders' journal is not needed. 

§ 281. The Stockholders' Ledger contains an account with each stock- 
holder. The information recorded in each account shows the number of shares 
owned by the stockholder, the par value of the stock, and the class of stock, that 
is, whether common or preferred. The Capital Stock account in the general 
ledger is a controlling account for the accounts in the stockholders' ledger. The 
information recorded in the account with a stockholder is posted direct from the 
stock certificate stub, or from the stockholders* journal. Illustration No. 109 
shows an account with a stockholder in the stockholders* ledger. 
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§ 282. The Stock Transfer Journal contains a record of the transactions 
with stockholders which relate to the transfer of stock in a corporation owned 
by them; the information is obtained from the stub of the stock certificate. If 
the information given on the stub of the certificate is posted direct to the account 
with the stockholder in the stockholders* ledger, the stock transfer journal is not 
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MINUTE BOOK 



necessary. In several states the law requires that the corporation maintain a stock 
transfer book; Illustration No. no shows the form usually used. 

When a stockholder wishes to withdraw his investment in a corporation, he seeks a buyer for 
his stock and sells his stock to him. The corporation has nothing to do with this transaction 
except to transfer the ownership of the stock by closing the account in the stockholders' led^ 
with the former stockholder, ana opening an account with the new stockholder. The information 
in regard to the transaction is given the corporation by the transfer of the certificate; space is provided 
on the back of the certificate tor a record of this transfer. When a certificate is issued to the new 
stockholder, the former certificate will be surrendered to the corporation, and attached to the 
stub from which it was detached or filed for future reference. If a stockholder sells only a part of 
his stock, the old certificate is surrendered, and two new certificates issued, one to each stockholder 
for the number of shares he owns. 



Date 



Serial No. of 

Canceled 

Certificate 



No. of 
Shares 



By Whom 
Surrendered 



To Whom 
Issued 



Serial No. 

of New 
Certificate 



No. of 

Shares 



No. and Face Value of 
Stamps 



ac 4c f X 



Etc. 



Val. 



Illustration No. no, One Form of Ruling for a Stock Transfer Book. 

§ 283. Minute Book. The affairs of a corporation are controlled by the 
stockholders because they are the owners of the business. The stockholders elect 
from their number a board of directors which, in turn, elects officers to take care 
of the details of the operations of the business. All business transacted by the 
stockholders and by the board of directors is recorded in the minute book by the 
secretary of the corporation. No special ruling is required for the information 
recorded in the minute book, but the minutes of each meeting should be in con- 
secutive order for ready reference. 



QUESTIONS 

1. What is the difference between a subscriber and a stockholder? 

2. (a) What evidence does a stockholder have that he has an interest in the 

capital of the corporation? (b) What evidence does a partner have that 
he has an interest in the capital of a partnership? 

3. (a) How will a stockholder determine the value of his investment in a cor- 

poration, as evidenced by the certificate of stock which he holds? (b) How 
will a partner ascertain the value of his interest in a partnership? 

4. (a) What is the purpose of the subscription list? (b) In what way is the 

subscription list connected with the subscription book? 

5. What is the connection between the subscribers' journal and the subscribers* 

ledger? 

6. What account in the general ledger controls the accounts in the subscribers' 

ledger? 

7. (a) What is the connection between the stock certificate and the stub? (b) 

How may canceled certificates be filed? (c) Why would a stockholder 
wish to have his certificate canceled? 

8. (a) What is the connection between the stockholders' journal and the stock- 

holders' ledger? (b) What account in the general ledger controls the ac- 
counts in the stockholders' ledger? 

9. If a stockholder who owns ten shares of stock sells five shares to one who is 

not a stockholder in the corporation, what is the method of procedure to 
show the transaction properly recorded on the books of the corporation? 
10. Why should the president, or presiding oflScer, and the secretary both sign 
the minutes of each meeting of the board of directors as recorded in the 
minute book? 



Chapter XXVIII 

OPENING ENTRIES FOR A CORPORATION 

The Purpose of this Chapter is to explain the opening entries for a corpor- 
ation. The method of selling the capital stock of the corporation determines the 
journal entries necessary to record the investment; these entries are discussed in 
this chapter under the following titles: (i) authorized capital stock sold for cash 
or cash and other assets; (2) part of authorized capital stock sold for cash or cash 
and other assets; (3) part or all of the authorized capital stock sold for the purpose 
of continuing the operations of a going business; and (4) stock sold on the install- 
ment plan. 

§ 284. Authorized Capital Stock Sold at Time of Organization. When 
all stock is sold at the time the corporation is organized, Cash or Cash and some 
other asset accounts are debited and the Capital Stock account credited for the 
amount of the capital stock which the corporation is authorized to issue; if the 
value of the assets received is not equivalent to the par value of the stock issued, 
the difference is debited to an account with Discount on Capital Stock or credited 
to a Premium on Capital Stock account. 

If the charter granted the Central Plumbing Company authorizes the issuing 
of $50,000.00 common stock and all of this is sold for cash, the entry in journal 
form will be as follows: 



Cash 

Capital Stock 
Cash received for authorized capital stock issued. 



50,000 



00 



50,000 



00 



When this entry is posted, the authorized capital stock will appear on the credit side of the 
Capital Stock account. The fact that no unissued capital stock is recorded in the ledger indicates 
to each stockholder that the $50,000.00 is the full amount of stock which the corporation is author- 
ized to issue. 

If the charter of the Central Plumbing Company authorizes the incorporators 
to issue $25,000.00 common stock and $25,000.00 preferred stock and cash has 
been received in payment for all the stock, the entry in journal form will be as 
follows: 



Cash 

Capital Stock, Common 

Capital Stock, Preferred 
Cash received for authorized capital stock issued. 



50,000 



00 



25.000 
25,000 



00 
00 



When this entry is posted, the ledger will show the same facts as when the entry first illustrated 
was posted, except each class of authorized capital stock will be recorded in a separate account. 

If, at the time the Central Plumbing Company was organized, it was agreed 
to issue $5,000.00 of stock to a subscriber in exchange for land which he owns and 
cash was received for the remainder of the capital stock, the entry in journal form 
will be as follows: 



Cash 
Land 

Capital Stock 
Cash and land received for authorized capital stock 
issued. 



45.000 
5,000 



00 
00 



50,000 



00 



When this entry is posted, the ledger will show the same facts as when the first entry was 
posted, except the assets received will be shown in two accounts, one with Cash and the other with 
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Land. If the same conditions existed and the stock were equally divided between the common and 

E referred as in the second entry, the entry would be the same as the above, except that there would 
e two credits to show the two classes of stock. 



§ 285. Part of Authorized Capital Stock Sold at Time of Organization. 

When only a part of the authorized capital stock is sold at the time the corpor- 
ation is organized, the authorized capital stock should be recorded; otherwise its 
value will not be shown in the ledger and the stockholders will have no means of 
knowing the par value of the capital stock which the corporation can issue, with- 
out referring to the charter. This is usually recorded by an entry in which the 
Unissued Capital Stock account is debited and the Capital Stock account credited 
for the par value of the capital stock which the corporation is authorized to issue. 
If the charter authorizes the issuing of both common and preferred stock, the par 
value of each will be shown in a separate Capital Stock account and the par value 
of the authorized capital stock will also be debited to separate Unissued Capital 
Stock accounts. When the authorized capital stock is recorded in the ledger, the 
stockholders will know the authorized capital stock and the par value of that which 
is not issued, without referring to the charter. 

If the Citizens* Motor Car Company is organized with the authority to issue 
$100,000.00 common stock and only $75,000.00 is sold for cash at the time of organ- 
ization, the entries to record the authorized capital stock and the stock sold will 
appear in journal form as follows: 



Unissued Capital Stock 

Capital Stock 
Authorized capital stock of Citizens' Motor Car Co. 



Cash 

Unissued Capital Stock 
Cash received for 750 shares of stock issued. 



100,000 



75,000 



00 



00 



100,000 



75,000 



00 



00 



When these entries are posted, the par value of the authorized capital stock and of the stock 
issued will be recorded in the ledger. Each stockholder will know from the Balance Sheet that the 
corporation has the authority to sell and issue additional stock to the value of $25,000.00. 

If the incorporators of the Citizens* Motor Car Company are authorized to 
issue both common and preferred stock in equal amounts and $75,000.00 cash is 
received for $40,000.00 preferred and $35,000.00 common stock at the time of 
organization, the entries in journal form will appear as follows: 



Unissued Capital Stock, Common 
Unissued Capital Stock, Preferred 

Capital Stock, Common 

Capital Stock, Preferred 
Authorized capital stock of Citizens' Motor Car Co. 



Cash 

Unissued Capital Stock, Common 
Unissued Capital Stock, Preferred 

Cash received for 350 shares of common and 400 

shares of preferred stock issued. 



50,000 
50,000 



00 
00 



75.000 



00 



50,000 
50,000 



35.000 
40,000 



00 
00 



00 
00 



When these entries are posted, the ledger will show $50,000.00 common stock authorized and 
$35,000.00 issued, and $50,000.00 preferred stock authorized and $40,000.00 issued. 

If, at the time of the organization of the Citizens* Motor Car Company, it 
is agreed to issue $5,000.00 of common stock and $5,000.00 of preferred stock 
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to one of the subscribers for land which he owns and cash is received for $30,000.00 
common stock and $35,000.00 preferred stock, the entries in journal form will 
appear as follows: 

Unissued Capital Stock, Common 
Unissued Capital Stock, Preferred 

Capital Stock, Common 

Capital Stock, Preferred 
Authorized capital stock of Citizens' Motor Car Co. 



50,000 


00 




50,000 


00 


50,000 
50,000 


65,000 


00 




10,000 


00 


35.000 

40,000 



00 
00 



Cash 

Land 

Unissued Capital Stock, Common 35iOOO 00 

Unissued Capital Stock, Preferred 40.000 00 

Cash and land received for ^50 shares of common and 

400 shares of preferred stock issued. 

When these entries are posted, the ledger will show the same facts as in the two precedins; 
entries, except that $10,000.00 of the assets received will be recorded in the Land account and 
$65,000.00 in the Cash account. 

§ 286. Corporation Organized to Continue a Going Business. A going 
business is one which is in operation. A corporation organized to continue such a 
business will purchase the assets and assume the liabilities of the business. It is 
customary to close the accounts in the ledger of a going business before making the 
opening entries for the corporation. The entries required are usually made in the 
following order: (i) to close the accounts in the ledger of the concern which is being 
taken over by the corporation ; (2) to record the authorized capital stock of the 
corporation; (3) to record the assets received in payment for the stock issued; 
and (4) to record the liabilities assumed by the corporation. 

The entries required in connection with the purchase of a going business by a 
corporation are illustrated in connection with the following: J. A. Smith owns 
and operates a retail shoe business, but wishes to retire from active management. 
R. W. Wiley, C. U. Moon, J. H. Patterson, and P. A. Carlson, four of his employees, 
decide to purchase the business from Mr. Smith and continue its operation as a 
corporation; Mr. Smith agrees to accept stock in the corporation for his interest 
in the business. Each of the other four incorporators agrees to purchase one hundred 
shares at par. The necessary capital is subscribed, application made for a charter, 
and the charter granted on January i, 192. .. Stock is issued to Mr. Smith for 
his interest and, on receipt of cash in payment, to the other four incorporators. 
The capital stock of the corporation is $50,000.00 consisting of one thousand 
shares, par value $50.00 each; the name of the corporation is the People's Shoe 
Company. The post-closing Trial Balance of the business owned and operated by 
J. A. Smith, on December 31 is as follows: 

J. A. SMITH 
^___ Post-closing Trial Balance, December 31, 192. . 



Cash 

Accounts Receivable 

Reserve for Doubtful Accounts 

Office Equipment 

Reserve for Dep. of Office Equipment 

Store Fixtures 

Reserve for Dep. of Store Fixtures. . . 

Notes Payable 

Accounts Payable 

J. A. Smith, Capital 

Mdse. Inventory, December 31, 192.. 



13,500.00 
1,750.00 

250.00 

1,500.00 



7,602.50 
24,602 . 50 



27.50 
25.00 

300.00 

3,300.00 

12,450.00 

8,500.00 

24,602.50 
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The entries in journal form to close the accounts on the ledger of J. A. Smith 
will appear as follows: 



People's Shoe Company 

Cash 

Accounts Receivable 

Office Equipment 

Store Fixtures 

Mdse. Inventory, Dec. 31 
To record the sale of the assets of the business to the 
People's Shoe Company. 

Reserve for Doubtful Accounts 
Res. for Dep. of Office Equipment. 
Res. for Dep. of Store Fixtures 
Notes Payable 
Accounts Payable 

People's Shoe Company 
To record the transfer of the reserves and liabilities of 
the business to the People's Shoe Company. 

Stock, People's Shoe Company 

People's Shoe Company 
To record the receipt of capital stock from the People's 
Shoe Company in payment of amount due from them. 

J. A, Smith, Capital 

Stock, People's Shoe Company 
To record the acceptance by J. A. Smith of 170 shares 
of the stock of the People's Shoe Company in payment 
for his interest in the business. 



24,602 



27 

25 

300 

3»30o 
12,450 



.8,500 



50 



50 
00 
00 
00 
00 



8.500 



00 



00 



13.500 

1,750 

250 

1.500 

7,602 



00 
00 
00 
00 

50 



16,102 



8,500 



8,500 



50 



00 



00 



When these entries are posted, each of the asset accounts will be closed by an entry on the 
credit side, and each of the liability and reserve accounts and the proprietorship account, by an 
entry on the debit side. The books of J. A. Smith are thus completely closed. 

The entries in journal form to open the books will appear as follows: 



Unissued Capital Stock 

Capital Stock 
To record the authorized capital stock of the People's 
Shoe Company. 

Cash 

Accounts Receivable 
Office Equipment 
Store Fixtures 
Mdse. Inventory, Jan. i 
J. A. Smith, Vendor 
To record the purchase of the assets of J. A. Smith. 

J. A. Smith, Vendor 

Reserve for Doubtful Accounts 

Res. for Dep. of Office Equipment 

Res. for Dep. of Store Fixtures 

Notes Payable 

Accounts Payable 
To record the reserves taken over and the liabilities 
assumed from J. A. Smith. 

J. A. Smith, Vendor 

Unissued Capital Stock 
To record the issue of 170 shares of stock to J. A. Smith 
in payment for his business. 

Cash 

Unissued Capital Stock 
To record the issue of 400 shares of stock upon receipt 
of cash in payment, to K. W. Wiley, C. U. Moon, J. H. 
Patterson, and P. A. Carlson, each 100 shares. 



50,000 



13,500 

1.750 

250 

1,500 

7,602 



16,102 



00 



00 
00 
00 
00 
50 



50 



50,000 



8,500 



20,000 



00 



00 



24,602 



27 

25 
300 

3.300 

12,450 



8,500 



00 



50 



50 
00 
00 
00 
00 



00 



20,000 



00 
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When these entries are posted, the authorized capital stock will be recorded on the books of 
the corporation as a credit to the Capital Stock account; the unissued capital stock will be shown 
by the debit balance of the Unissued Capital Stock account; the assets, liabilities, and reserves 
taken over from J. A. Smith will be recorded in the proper accounts; and the account with J. A. 
Smith, Vendor, which shows in summary form the assets purchased, the liabilities assumed, the 
reserves taken over, and the stock issued in payment for tne net assets, will be in balance. The 
books of the corporation are now ready for the recording of current transactions. 

§ 287. Capital Stock Sold on the Installment Plan. When all the 
capital is not needed at the time the corporation is formed, it is customary to 
allow the subscribers to pay for the stock subscribed, in installments. This plan 
is especially applicable to corporations organized for the purpose of manufacturing 
a product which will require the construction of a new factory. Much time will 
elapse between the organization of the corporation and the completion of the fac- 
tory, and the installments can be made payable so as to be available as needed. 
The deferred payment plan will permit many to subscribe for the stock who other- 
wise would be prohibited from doing so because they might not have sufficient 
cash to pay for one or more shares. 

If the Central Tire Company, a corporation organized for the purpose of 
manufacturing automobile tires, with a capital stock of $250,000.00, par value 
$100.00 per share, sells $200,000.00 of its stock for cash and $20,000.00 to sub- 
scribers who agree to pay one fourth of the subscription in cash and the balance 
in three equal installments, the opening entries in journal form would be as follows: 



Unissued Capital Stock 

Capital Stock 
To record the authorized capital stock. 

Cash 

Unissued Capital Stock 
To record the sale and issue of stock for cash. 

Subscribers to Capital Stock 

Subscriptions to Capital Stock 
To record subscriptions to capital stock. 

Cash 

Subscribers to Capital Stock 
To record cash received from subscribers in payment 
for the first installment of 25 per cent. 



250,000 


00 


250,000 


200,000 


00 


200,000 


20,000 


00 


20,000 


5,000 


00 


5,000 



00 



00 



00 



00 



When these entries are posted, the authorized capital stock will be shown in the Capital Stock 
account, the unissued stock in the Unissued Capital Stock account, the balance due from sub- 
scribers in the Subscribers to Capital Stock account, the liability of the corporation to issue stock 
to subscribers in exchange for their promise to pay for the stock will be shown by the Subscriptions 
to Capital Stock account, and the cash received m payment for the cash sale 01 stock and for the 
first installment on stock subscribed will be recorded. 

When cash is received from a subscriber for all of his subscription, he is entitled 
to a certificate of stock; when cash has been received from all the subscribers in 
payment for their subscriptions, certificates of stock will have been issued for all 
of the capital stock sold. Since each subscriber will want a certificate at the time he 
pays his subscription in full, and it is hardly possible that all will pay at the same 
time, it is customary to take the value of the stock issued to each subscriber out 
of the Subscriptions to Capital Stock account and transfer it to the Unissued 
Capital Stock account when the certificate of stock is issued. This transfer is made 
by debiting the Subscriptions to Capital Stock account and crediting the Unissued 
Capital Stock account. 

If John Smith, who has subscribed for ten shares of the Central Tire Company's 
stock, has paid the last installment on his subscription and a certificate of stock 
has been issued, the entries in journal form will be as shown at the top of page 270. 
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Cash 

Subscribers to Capital Stock 
To record cash received from John Smith in payment 
for the last installment for stock subscribed. 

Subscriptions to Capital Stock 

Unissued Capital Stock 
Issued a certificate for ten shares of stock to John 
Smith. 



250 



1,000 



00 



00 



250 



1,000 



00 



00 



When these entries are posted, the Subscribers to Capital' Stock account will show a debit 
balance of $250.00 less, the Unissued Capital Stock account, a debit balance of $1,000.00 less, and 
the Subscriptions to Capital Stock account, a credit balance of $1,000.00 less. As the subscriptions 
are paid in full and the stock issued, the entries are made in the same form as the entries above; 
when all the subscriptions have been paid and the stock issued, the Subscribers to Capital Stock 
account and the Subscriptions to Capital Stock account will be in balance, the Capital Stock ac- 
count will show the par value of the stock authorized, and the Unissued Capital Stock account will 
show the unissued stock, the difference between the last two accounts being the par value of the 
stock issued and outstanding. 

If a Balance Sheet is prepared before all the subscribers have paid their sub- 
scriptions in full, the capital accounts will be shown thereon as in the illustration 
below, assuming that the surplus is $13,500.00: 

PROPRIETORSHIP: 

Authorized Capital Stock 250,000 .00 

Less Unissued Capital Stock 47,000.00 

Capital Stock Issued and Out- 
standing 203,000 .00 

Subscriptions to Capital Stock 17,000 .00 , 220,000 00 

Surplus 13,500 00 

I 

Total Proprietorship : 233,500 00 

In the above illustration, $200,000.00 of the authorized capital stock of $250,000,00 has been 
sold for cash and issued. Of the remaining $50,000.00 of stock, $20,000.00 has been subscribed, 
and $5,000.00, the first installment of 25 per cent, has been received from subscribers to apply on 
their subscriptions; in addition, $2,250.00 has been received from some of the subscriber who 
subscribed for thirty shares and paid in $750.00, the first installment, and stock amounting to 
$3,000.00 has been issued to them. The remaining subscribers owe $12,750.00 on stock which has 
not yet been issued; this amount, which does not appear among the proprietorship accounts, is 
shown on the asset side of the Balance Sheet as a current asset. The unissued stock is $47,000.00, 
of which $17,000.00 has been subscribed. When the subscribers pay the $12,750.00 due on their 
subscriptions, and the total stock subscribed by them ($17,000.00) has been issued, the Subscribers 
to Capital Stock account and the Subscriptions to Capital Stock account will be in balance, the 
Unissued Capital Stock account will show the unissued stock ($30,000.00), and the Capital Stock 
account, the authorized capital stock of the corporation. 

Exercise No. 92, Opening Entry. 

A charter was granted the Acme Manufacturing Co. on January i, 192.., 
with an authorized capital stock of $500,000.00, consisting of 5,000 shares, par 
value $100.00 per share. Cash has been received for all the stock at its par value. 

Make, in journal form, the entries necessary to record the capital stock and 
the issue of stock to subscribers. 



Exercise No. 93, Opening Entry. 

H. O. Warren and C. W. Warren are partners in a manufacturing business 
under the name of Warren Bros. They decide to incorporate the business, 
and J. J. Bowser, D. D. Marks, and A. L. Miller have signed the application for 
a charter with them. The corporation is to have an authorized capital stock of 
$500,000.00 of which $400,000.00 is to be common stock, and $100,000.00 preferred 
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stock (par value, $100.00 per share). The corporation is to take over the assets 
and assume the liabilities of Warren Bros, at book value, and to issue to H. O. 
Warren and C. W. Warren each 850 shares of common stock, and 250 shares of 
preferred stock in payment for their business. Bowser contributes manufacturing 
supplies valued at $75,000.00, and receives payment in common stock at par. 
Marks subscribes for $50,000.00 of common stock and pays cash at par. Miller 
subscribes for $50,000.00 of preferred stock, for which he pays cash at par. 

The Balance Sheet of Warren Bros, on December 5, 192. . , the date on which 
the charter is granted, is as follows: 

WARREN BROS. 
Balance Sheet, December 5, 192 



Asaets 
Cash 

Accounts Receivable 

Inventory 

Office Equipment 

Delivery Equipment 

Machinery 

Buildings 

Land 



$ 8,500.00 
41,500.00 
60,000.00 
14,000.00 
18,500.00 

102,500.00 
45,000.00 
30,000.00 



Total Assets 



$320,000.00 



Liabilities 

Accounts Payable 
Notes Payable 
Mortgages Payable 

Total Liabilities 



$25,500.00 
45,000.00 
49,500.00 

$120,000.00 



Proprietorship 

H.O.Warren $100,000.00 

C. W. Warren 100,000.00 



Total Proprietorship $200,000.00 



Total Liabilities and Prop. $320,000.00 



(i) Make the entries in journal form to close the books of Warren Bros. 
(2) Make the entries in journal form to open the books of the corporation. 

Exercise No. 94« Opening Entry. 

Albert C. Bacon, who has been conducting a retail grocery store, decides to 
incorporate and operate under the firm name of The Cash Grocery Company. 
H. M. Barnes, E. M. Ward, C. A. Peters, A. S. Weller, and A. E. Harmon join 
with him in the application for the charter. The corporation is to have an author- 
ized capital stock of $10,000.00, consisting of 1,000 shares, par value $10.00. 
Barnes subscribes for 100 shares. Ward for 75 shares, Peters for 25 shares, Weller 
for 50 shares and Harmon for 100 shares, payment to be made when the charter 
has been granted. Bacon is to receive $6,000.00 for his interest in the business, 
payable $1,000.00 cash, and the balance in stock at par. 

On January i, 192. ., when the charter is granted, the Balance Sheet made 
from Bacon's ledger appears as follows: ^ 

A. C. BACON 
Balance Sheet, January 1, 192 



Assets 

Cash 

Notes Receivable 
Accounts Receivable 
Mdse. Inventory 
Furniture and Fixtures 



Total Assets 



$1,735.50 

215.46 

1,946.58 

6,135.50 
690.00 



$10,723.04 



Liabilities 

Notes Payable 
Accounts Payable 

Total Liabilities 

Proprietorship 

A. C. Bacon 



$2,245.55 
2,977.49 

$5,223.04 
5,500.00 



Total Liabilities and Prop. $10,723 .04 



(i) Make the entries in journal form to close the books of A. C. Bacon. 
(2) Make the entries in journal form to open the books of the corporation. 
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QUESTIONS 

1. Why should the authorized capital stock be shown on the Balance Sheet? 

2. How should this be recorded when only a part of the authorized capital has 

been sold and issued? 

3. What account shows the investment in a corporation before the subscriptions 

by subscribers have been paid in full, and the stock issued to them? 

4. If the authorized capital stock is $100,000.00, and $90,000.00 has been sub- 

scribed, of which $45,000.00 has been paid and stock issued, and $45,000.00 
only half paid for, what accounts in the ledger will show these facts? 

5. If the stockholders vote to reduce the capital stock of the corporation, how 

will this reduction be effected? 

6. When more than the book value is paid for assets purchased by a corpora- 

tion at the beginning, what account shows the difference between the 
purchase price and the book value of these assets? 

7. If the corporation offers one share of common stock, par value $100.00, free 

with each share of preferred stock, par value $100.00, purchased and paid 
for in cash, how will the sale of lOO shares of preferred stock be recorded, 
assuming that cash is received for the stock at the time it is sold? 

8. Why would a corporation give common stock free with preferred stock pur- 

chased? ^ . 

9. If a corporation (authorized capital stock issued, $200,000.00) secures an 

amendment to its charter permitting it to double the capital stock, and it 
is decided to sell three-fourths of this new issue, what entry will be required 
to record this stock, provided it is sold one-half cash, balance payable 
within 90 days? If the new issue were equally divided between preferred 
and common stock, what effect would this have on the entry? 
10. In what respect does the opening entry for a corporation resemble the opening 
entry for a business operated by an individual or by partners? 
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CONSTRUCTION AND INTERPRETATION OF SPECIFIC 

ACCOUNTS 

The Purpose of this Chapter is to explain accounts with selling cost, branch 
store, agents, controlling accounts, and notes receivable discounted. Some of these 
accounts have been discussed in previous chapters, but the information is repeated 
briefly in this chapter for the benefit of the student who is working this division in- 
dependently of those which precede it. 

§ 288. Sellhi^ Expense refers to the cost of selling the merchandise or 
service in which the business deals. As explained in Chapter XVI, all the cost of 
selling may be recorded in one account or the transactions affecting selling cost 
may be analyzed at the time they occur and recorded in separate accounts. Selling 
cost may be divided into (a) advertising, (b) salaries in the selling department, 
(c) salaries and expenses of traveling salesmen, (d) warehouse expense, and (e) 
delivery expense. 

If desired, selling expenses may be classified so as to apply to departments, each of which is 
in charge of and individually responsible for the operations of that particular department; this 
plan is desirable when the operations of the business are extensive and the management must depend 
on reports in order to exercise the proper control. 

The classification of the accounts discussed in this chapter applies more to the nature of the 
expenses than to the departments, the purpose being to show the student that selling expenses are 
of different natures and that the accounts set up to record these should be grouped so as to show the 
total cost of each. The management of a business should know the selling cost applicable to adver- 
tising, salaries of clerks in the store, expenses of salesmen on the road, cost of maintaining the ship- 
ping room or warehouse, cost of delivering goods sold, etc. 

§ 289. Advertising Cost refers to the expense incurred in connection with 
advertising in newspapers and magazines, circulars, catalogs, novelties, etc. Two 
accounts should be kept to show these expenses: one with Advertising Expense 
and the other with Advertising Material. 

ADVERTISING EXPENSE ACCOUNT 

§ 290. Tlie Purpose of tliis Account is to show the cost of advertising. 
This includes (a) salaries, (b) newspaper and magazine space, and (c) catalogs, 
circulars, and advertising novelties distributed; the entry for the last cost is 
made at the close of the fiscal period after the value of the material on hand has 
been ascertained by an inventory. 

Debit the Advertising Expense Account: Credit the Advertising Expense Account: 

H I. For the cost of advertising ^ 3. For any adjustment which re- 
service, dqces the advertising cost as 

H 2. At the close of the fiscal period, shown by the debit side of 

for the cost of advertising ma- this account, 
terial used during the period. 

H 4. The Balance of the Advertising Expense Account shows the net cost of 
advertising; it is shown on the Statement of Profit and Loss as one of the selling 
expenses. 
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ADVERTISING MATERIAL ACCOUNT 

§ 291. The Purpose of this Account is to show the cost of material pur- 
chased for use in advertising; this includes catalogs, circulars, stationery for the 
advertising department, advertising novelties, etc. The nature of the account is 
the same as that of Office Supplies. 

Debit the Advertising Material Account: Credit the Advertising Material Account: 

If I. For the cost of advertising f 2. At the close of the fiscal period, 

material purchased. for the cost of advertising 

material used. 

If 3. The Balance of the Advertising Material Account during the fiscal period 
shows the net cost of advertising material purchased; the balance of this account 
after the value of the material used has been entered at the close of the fiscal 
period, shows the value of advertising material on hand. This latter balance is 
shown on the Balance Sheet (Illustration No. 130) as a deferred charge. 

SALARIES IN SELLING DEPARTMENT ACCOUNT 

§ 292. The Purpose of this Account is to show the amount paid to em- 
ployees (except traveling salesmen) in the selling department. In a mercantile 
business this includes the salaries of clerks who are engaged in selling merchandise 
and of those who supervise the work of these clerks. 

Debit the Salaries in Selling Credit the Salaries in Selling 

Department Account: Department Account: 

If I. For the salaries of all sales % 2. For any adjustments which re- 

clerks except those on the duce the cost of salaries in 

road. the selling department. 

If 3. The Balance of the Salaries in Selling Department Account shows the 
amount paid clerks and salesmen; it is shown on the Statement of Profit and Loss 
(Illustration No. 131) as one of the selling costs. 

TRAVELING EXPENSE ACCOUNT 

§ 293. The Purpose of this Account is to show the cost of selling mer- 
chandise through traveling salesmen; this includes salaries, transportation, hotel 
accommodation, and other authorized expenditures. Salaries include not only the 
amount assigned each salesman as his drawing account, but also commission paid 
to him in excess of his drawing account. 

Debit the Traveling Expense Account: Credit the Traveling Expense Account: 
If I. For the salaries of traveling If 3. For any adjustments which re- 
salesmen, duce the cost shown by the 
If 2. For all amounts paid as expenses debit side, 
for salesmen on the road, as 
reported by each salesman. 

If 4. The Balance of the Traveling Expense Account shows the cost of selling 
merchandise through traveling salesmen; it is shown as one of the selling costs 
on the Statement of Profit and Loss (Illustration No. 131.) 

NOTE. An account is kept with each traveling salesman; this is debited with the cash 
advanced to him and credited with his expenses as reported weekly or monthly. 
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§ 294. Warehouse Expense refers to the cost of preparing merchandise 
for delivery after it is sold, and includes wages of employees in the warehouse or 
shipping room and material used in packing the merchandise. Warehouse expense 
is one of the operating costs resulting from the sale of merchandise and is shown 
on the Statement of Profit and Loss, either as a selling expense or as a separate 
ex{>ense item. When a record of the sales by departments is maintained, the total 
warehouse expense is distributed to the departments in the same proportion as the 
sales for the department are to the total sales. 

Since material is needed in connection with the shipment of merchandise sold, two accounts 
are necessary to show the cost of maintaining the warehouse, one with warehouse material and 
the other with warehouse expense; where a scgparate warehouse is not maintained for receiving 
and shipping, the title "Shipping Room" may be substituted for "Warehouse.'' 

If It is desired to show all costs in connection with the purchase of merchandise separate 
from the cost of selling or costs which result from selling, and the warehouse is used for receiving 
goods purchased and packing goods sold, it will be necessary to transfer a part of the warehouse 
expense to the proper account in the "cost of purchases" group at the end of each month or fiscal 
period. The amount transferred will depend on the volume of the purchases and sales or the aver- 
age cost incident to each, based on the nature of the work required m receiving and shipping goods. 

WAREHOUSE MATERIAL ACCOUNT 

§ 295. The Purpose of this Account is to show the cost of cases, wrapping 
paper, twine, nails, and other supplies purchased for use in packing merchandise 
after it has been sold. The nature of this account is the same as that of Adver- 
tising Material, and the debits and credits are the same except that they are ap- 
plicable to material purchased for use in the warehouse. The balance, after the 
adjusting entry for the value of the material used during the period has been made 
at the close of the fiscal period, will show the value of the material on hand; this 
is shown as a deferred charge on the Balance Sheet (Illustration No. 130). 

WAREHOUSE EXPENSE ACCOUNT 

§ 296. The Purpose of this Account is to show the cost of maintaining 
the warehouse or shipping room; this includes rent, wages of employees and cost 
of material used during the period ; the entry for the latter cost is made at the close 
of the fiscal period after the value of the material has been ascertained through 
an inventory. 

Debit the Warehouse Expense Account: Credit the Warehouse Expense Account: 

^ I. For the wages of employees and If 3. For any adjustments which re- 

other expenses in connection duce the cost shown by the 

with maintaining the ware- debit side, 

house at the time the expense 
is incurred. 

If 2. For the value of warehouse ma- 
terial consumed during the 
period, at the close of the fis- 
cal period. 

If 4. The Balance of the Warehouse Expense Account shows the cost of main- 
taining the warehouse; it is shown on the Statement of Profit and Loss either 
in the selling group (Illustration No. 131) or as a separate item. 

• 

§ 297. Delivery Expense is the cost of delivering merchandise after it has 
been sold, to both local and out-of-town customers. Delivery cost includes the 
wages of chauffeurs and drivers, gasoline and oil for automobiles, feed for horses, 
the cost of maintaining the delivery equipment (such as taxes, license, repairs, 
depreciation, and insurance), prepaid freight, express, or parcel post where the 
contract is to deliver the goods, and any other expenses in connection with making 
delivery after sale. The cost of delivery is usually recorded in two accounts: one 
with Delivery Expense and the other with Freight Out. 
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DELIVERY EXPENSE ACCOUNT 

§ 298. The Purpose of this Account is to show the cost of dehVering 
merchandise to local customers and to the freight depot for out-of-town customers, 
whether the business owns its own delivery equipment or has its merchandise 
delivered by contract. 

Debit the Delivery Expense Account: Credit the Delivery Expense Account: 

If I. For amounts paid for delivery If 3. For adjustments which decrease 

of merchandise sold. the delivery cost as shown 

If 2. For the cost of maintaining a by the debit side of this 

delivery department, which account, 

includes (a) wages, gasoline, 
and feed, (b) repairs, insur- 
ance, taxes, and depreciation 
on delivery equipment. 

If 4. The Balance of the Delivery Expense Account shows the cost of delivering 
merchandise; it is shown as one of the selling expenses on the Statement of Profit 
and Loss (Illustration No. 131). 

"Free on board" (abbreviated "f. o. b.") is a term frequently used in connection with the 
sale and shipment of merchandise. If the seller is to deliver the merchandise to the buyer, he in- 
dicates this by stating in his quotation of price "f. o. b. your freight station;" if the seller is not to 
deliver the merchandise to the buyer, this is indicated by stating in the quotation "f. o. b. our freight 
station." The meaning of the first expression is that the seller prepays the freight to the freight 
station at which the buyer will receive it, or that he allows the buyer to pay the freight and deduct 
the amount from the invoice. The meaning of the second expression is that the seller agrees to 
deliver the merchandise to the freight station of the railroad which is to transport it, and the buyer 
will pay the freight when the transportation company delivers it, or that he (the seller) will prepay 
the freight and add the amount to the invoice rendered the buyer. 

FREIGHT OUT ACCOUNT 

§ 299. The Purpose of this Account is to show the delivery cost of mer- 
chandise sold f. o. b. the freight station of a customer; this includes the freight 
paid by the seller or the freight paid by the customer and deducted by him from 
the amount of the sales invoice. The term "freight" includes transportation cost 
whether the merchandise is shipped by railroad, steamship, express, or parcel 
post. The term "out" or "in" is written after "freight" to indicate whether the 
charge is applicable to merchandise sold or merchandise bought. If it is applicable 
to merchandise bought (Freight In), the balance of the account is a purchase 
cost; if it is applicable to merchandise sold (Freight Out), it is a selling cost. 

Debit the Freight Out Account: Credit the Freight Out Account: 

If I. For the transportation cost of 1[ 2. For any adjustments which re- 
merchandise sold f. o. b. the duce the delivery cost result- 
customer's freight station, and ing from paying freight on 
transportation cost of mer- merchandise sold as shown by 
chandise returned by a cus- the debit side, 
tomer. 

If 3. The Balance of the Freight Out Account shows the transportation cost of 

merchandise sold f. o. b. the customer's freight station. It is shown as one of the 

selling expenses on the Statement of Profit and Loss (Illustration No. 131). 

NOTE. If desired, the Freight Out account may be credited with the transportation cost 
on the merchandise sold f. o. b. the customer's freight station at the time the sale is recorded and 
debited with the transportation cost when it is paid. This plan is desirable when a delivered price 
18 made on all or the greater part of the merchandise sold, because the selling price includes trans- 
portation and, if this is not separated from the sales price, the balance of the Sales account will not 
show the true sales. When this plan is followed, the Freight Out account will be in balance 
after all freight bills have been paid; if not in balance, it will show the amount of transportation 
which is unpaid. 
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§ 300. Agencies. An agent is one who acts in a legal capacity for another, 
either in the performance of a contract or the sale of merchandise. With reference 
to the sale of merchandise, there are two classes of agents: one who carries in stock 
at all times merchandise belonging to a principal, and the other, one who carries 
in stock merchandise belonging to various principals; the latter class includes the 
consignee in a commission business where merchandise is received from various 
ow^ners and sold on their account and risk. When the agent represents a principal 
from year to year and carries his goods in stock for sale at a price fixed by the 
principal and on a commission basis, it is necessary for the agent to keep an ac- 
count with each principal, also to report to the principal according to the terms 
of the agreement and remit for the merchandise sold. The commission merchant 
usually sells all the goods before sending an account sales; the agent makes period- 
ical reports of merchandise sold without waiting for all the goods to be sold. 

The rule of agency does not apply where the business has the exclusive sale of merchandise 
of a certain variety but pays for it. Thus, if a druggist has the exclusive sale of a certain kind of 
medicine, but buys and pays for this medicine the same as other merchandise, he is not an agent 
and his record of the transactions with the manufacturer of the medicine will be the same as that 
with any other trade creditor. 

AGENT'S ACCOUNT WITH PRINCIPAL 

§ 301. The Purpose of this Account is to show a record of all the trans- 
actions which the agent has in connection with merchandise belonging to the 
principal. The account is of the same nature as the Consignment In account 
except that the agent makes reports periodically according to agreement and 
continues to sell the same merchandise for the same principal from year to year. 

The Agent Debits the Principal: The Agent Credits the Principal: 

f I. For the transportation cost paid H 4. For the value of merchandise 

by the agent. received from the principal, 

1[ 2. For cash for other assets) given as per invoice rendered; the 

the principal in payment for Purchases account is debited, 

the amount due him for his 
merchandise sold. 

^ 3. For the agent's commission on 
sales of merchandise belong- 
ing to the principal. 

H 5. The Balance of the Agent's Account with the Principal shows the amount 
due the principal from the agent; it is not all a liability of the agent because he 
is required to pay only for the merchandise sold. At the close of a fiscal period, 
the value of the merchandise in stock belonging to the principal should be removed 
from the ledger by an entry in which this account is debited and Purchases credited; 
after the ledger is closed, the amount is recorded in the ledger again by an entry 
in which Purchases is debited and this account credited. 

NOTE. It will be advisable for the a^ent to maintain a eoing inventory of the merchandise 
which he has in stock belonging to the principal. A card ruled for purchasesand sales should be pro- 
vided for each class of merchandise; the information in regard to purchases is obtained from the 
invoices rendered by the principal, and that in regard to sales, from the sales invoices rendered by 
the agent to his customers. When a report is to he prepared for the principal, a physical inventory 
is taken and the record on the card compared with this. 

PRINCIPAL'S ACCOUNT WITH AGENT 

§ 302. The Purpose of this Account is to show the transactions which 
the principal has with his agent, in order that he may verify the reports of the 
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agent. The debits and credits below are applicable when the agent carries in 
stock merchandise of the principal and reports the sales of this merchandise at 
specified times as per agreement. 

The Principal Debits the Agent: The Principal Credits the Agent: 

^ I. For the value of merchandise If 2. For cash (or other assets) re- 

shipped to the agent as per ceived from the agent on ac- 

sales invoice rendered; the count of sales^ for transporta- 

Sales account is credited. tion and other costs paid by 

him, and for his commission 

on sales. 

1[ 3. The Balance of the Principal's Account with the Agent shows the amount 
due from the agent for merchandise in his possession; it is not all an asset because 
the agent is required to pay only for the merchandise he has sold. 

It is necessary for the principal to adjust the account with the agent at the close of the fiscal 
period because the merchandise in the hands of the agent has not been sold to the agent. The 
method of adjustment is to debit Sales and credit the agent for the balance of the account. This 
takes out of the Sales account the value of the merchandise credited to it, which has not been sold, 
and removes the agent's account from the ledger. The value of the merchandise in the hands of 
the agent is shown at cost on the Balance Sheet of the principal; the value of this merchandise is 
not shown on the Balance Sheet of the agent because he has not purchased it. 

§ 303. The Account which the agent keeps with the principal and the 
account which the principal keeps with the agent should agree at the time the 
periodical report is submitted by the agent. The adjustments necessary for the 
principal or agent to make at the close of a fiscal period do not affect the account, 
hence either can make these adjustments without notifying the other. 

§ 304. Branch Store Accounthig. A branch store, as the name indicates, 
is a store operated at a place different from the main store, either in the same city 
or in another city. Branches are maintained by wholesale establishments for the 
retail distribution of certain classes of merchandise and to enable the main store 
to keep in closer touch with the trade in the community which it serves. There 
are many other reasons for the establishment of branch stores, but these two will 
serve the purpose in the present discussion. 

When a branch store is established, it is necessary for the general office (usually 
located at the main store) to keep in touch with the activities of the branch through 
its records. There are two methods in general use: 

1. No accounting records are kept by the branch store except memoranda 
of the various transactions completed. The books of original entry and the ledger 
for recording the branch store transactions are maintained at the general 
office. When this plan is followed, all business forms and vouchers which represent 
transactions completed by the branch store are forwarded to the main store for 
recording. As stated at the beginning, the branch store retains memoranda 
of the transactions for auditing purposes. 

2. The branch store maintains a complete accounting system, including books 
of original entry and a ledger or ledgers. When this plan is followed, the branch 
store records all transactions which it completes and maintains in the general 
ledger an account with the general office or main store, which takes the place 
of the proprietorship accounts. On the ledger of the main store or general 
office, there will be a similar controlling account for each branch. Monthly reports 
are submitted by the branch so that the controlling account on the main store 
ledger may be audited. The title of the controlling account for the branch store 
in the general ledger of the main store may be '^Branch Store/' or any name applied 
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to the branch store, such as "Store No. 10," "Southside Branch/' ^'Milwaukee 

Branch/' * 'Springfield Branch," or the name under which the branch store is 

operated if the name is different from that of the main store. 

The purpose of the discussion here is not to give an elaborate explanation of branch store 
accounting, but to show the student some of the methods used. The subject of accounting in its 
various phases can not be mastered in an elementary course, and the student should understand 
that there is much more to learn about the subject than is given in an elementary accounting text. 

BRANCH STORE ACCOUNT 

§ 305. The Purpose of this Account is to show a record of all transactions 
with the branch store which it controls. This account is kept under the second 
plan discussed in § 304. 



Credit the Branch Store Account: 

If 6. For cash received from the 

branch store for the sales made 

by it. 
If 7. For the net assets on hand at the 

branch store at the close of 

of the fiscal period. 



Debit the Branch Store Account: 

If I. For the net, assets on hand at the 

branch store at the begin- 
ning of the fiscal period. 
If 2. For merchandise sold to the 

branch by the main store. 
If 3. For merchandise purchased for 

the branch by the main store. 
If 4. For salaries and wages paid to 

employees of the branch store 

by the main store. 
If 5. For other expenses paid for the 

branch by the main store. 

^ 8. *rAe Balance of the Branch Store Account^ after the adjustments have 
been made for the inventories at the close of the fiscal period, will show the profit 
or loss resulting from the operations of the branch store; if the debit side is the 
larger, a loss, or if the credit side is the larger, a profit. The balance will be shown 
in the trading section on the Statement of Profit and Loss (Illustration No. 131) 
of the main store. The Statement of Profit and Loss submitted by the manage- 
ment of the branch store will support the entry on the Statement of Profit and 
Loss of the main store. 



BRANCH STORE INVENTORY ACCOUNT 

§ 306. The Purpose of this Account is to show the value of the assets on 
hand at the branch store at the close of the fiscal period; these assets include all 
property on the books of the branch store. If desired, the current assets, fixed 
assets, and deferred charges may be recorded in separate accounts. The manager 
of the branch store will prepare a Balance Sheet from his books and this will be 
used as a schedule to support the item '^Branch Store Inventory'* on the Balance 
Sheet (Illustration No. 130) of the main store. After the ledger is closed, the 
inventory or inventories of the branch store assets may be transferred to the Branch 
Store account (Illustration No. 134), or this transfer may be made at the close 
of the fiscal period. 

•If desired, % 7 may be omitted and If 6 changed to read "For all sales made by the branch 
store." If these changes are made and the Branch Store account is debited with the net profit or 
credited with the net loss as shown by the Statement of Profit and Loss prepared by the manager 
of the branch store, the balance of this account will show the net value of the assets belonging to 
the branch store at the close of the fiscal period and will be shown as a current asset on the Balance 
Sheet of the main store prepared at that time. 
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§ 307. A Controlling Account is one which represents in total the facts 
shown in detail in a number of other accounts (§ i6o) Controlling accounts are 
used more frequently with accounts receivable and accounts payable because 
usually a great number of accounts are required to record the transactions with 
customers and creditors. The controlling account is kept in the general ledger and 
the accounts which it controls, in a subsidiary ledger. The title of the controlling 
account in the general ledger for accounts with customers is Accounts Receivable, 
and for accounts with creditors, Accounts Payable. 

§ 308. The Accounts Receivable Account in the general ledger contains 
in total the same debits and credits which appear in detail in the various accounts 
with customers in a subsidiary ledger. Each customer is debited in the subsidiary 
ledger with the amount of his purchase as recorded in the sales journal, and the 
Accounts Receivable account is debited at the end of the month with the total of 
this journal. Each customer is credited in the subsidiary ledger with cash received 
from him as recorded on the receipts side of the cash book, and the total of the 
cash received from customers is posted at the end of the month to the credit of 
the Accounts Receivable account in the general ledger; credits to customers which 
include cash and discount should be entered in special columns in the cash book. 
Each customer is credited, in a special column in the general journal, with notes, 
drafts, and assets other than cash accepted to apply on account, and the 
total of such credits is posted at the end of the month to the credit of the Accounts 
Receivable account in the general ledger. Each customer is credited in his ac- 
count in a subsidiary ledger with the amount of each allowance for damaged 
goods or goods returned as recorded in the sales returns journal, and the total of 
this journal is posted at the end of the month to the credit of the Accounts Re- 
ceivable account in the general ledger. 

The balance of the controlling account with Accounts Receivable in the gen- 
eral ledger should be the same as the total of all the balances due from customers 
in a subsidiary ledger. After the Trial Balance from the general ledger has been 
proved, the balances in the subsidiary ledger should be listed and the total proved 
with the balance of the Accounts Receivable account. 

§ 309. The Accounts Payable Account in the general ledger contains in 
total the same debits and credits which appear in detail in 'the various accounts 
with creditors in a subsidiary ledger. Each creditor is credited in the subsidiary 
ledger with the amount of the purchase from him as recorded in the purchases 
journal, and the Accounts Payable account is credited at the end of the month with 
the total of this journal. Each creditor is debited in the subsidiary ledger with 
cash paid to him as recorded on the payments side of the cash book, and the total 
of the cash paid creditors is posted at the end of the month to the debit of the 
Accounts Payable account in the general ledger; debits to creditors which include 
cash and discount should be entered in special columns in the cash book. Each 
creditor is debitedi in a special column in the general journal, with notes, drafts, 
and assets other than cash given him to apply on account, and the total 
of such credits is posted at the end of the month to the debit of the Accounts 
Payable account in the general ledger. Each creditor is debited in his account 
in a subsidiary ledger with the amount of each allowance for damaged goods or 
goods returned to him as recorded in the purchases returns journal, and the total 
of this journal is posted at the end of the month to the debit of the Accounts 
Payable account in the general ledger. 

The balance of the controlling account with Accounts Payable in the general 
ledger should be the same as the total of all the balances due creditors in a sub- 
sidiary ledger. After the Trial Balance from the general ledger has been proved, 
the balances in the subsidiary ledger should be listed and the total proved with 
the balance of the Accounts Payable account. 
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NOTES RECEIVABLE DISCOUNTED ACCOUNT 

§ 310. The Purpose of this Account is to show the balance of unpaid 
notes receivable which have been discounted. When a note receivable is discounted, 
the holder guarantees payment at maturity by his endorsement; this creates a 
"contingent" liability. Contingent liabilities should be recorded in the ledger 
and shown on the Balance Sheet. 

Debit this Account: Credit this Account: 

f I. For the face of each discounted If 2. For the face of each note receiv- 

note receivable when it has able discounted; this entry is 

been paid by the maker; no made at the time the note 

notice of protest at matur- is discounted, 
ity indicates payment. 

% 3. The Balance of the Notes Receivable Discounted Account shows the amount 
of unpaid notes which have been discounted ; it is shown as a contingent liability 
on the Balance Sheet or as a deduction from the Notes Receivable account (Illus- 
tration No. 130). 

When a note or accepted draft is received, its value is recorded in the Notes Receivable account 
and should remain there until collected or protested. When a note receivable is discounted, Cash 
is debited and the Notes Receivable Discounted account credited. No notice of protest at maturity 
indicates collection; hence the amount of the note receivable should be taken out of the Notes 
Receivable account. This requires an entry in the general journal in which Notes Receivable Dis- 
counted is debited and Notes Receivable credited. 

Should a note which has been discounted be protested, the one who discounted it will be required 
to issue his check to the holder for the face of the note, interest if any, and protest fees; this check is 
recorded as a debit to the Protested Notes Receivable account. At the same time the face of the note 
receivable should be taken out of the Notes Receivable account by an entry in the general journal 
in which Notes Receivable Discounted is debited and Notes Receivable credited. 

Exercise No. 95, Sale of Branch Store 

The Allyn Trading Company, a corporation, is operating a branch store in 
another city. Robert Montgomery, the manager of the branch store, wishes to 
purchase it, and it is agreed that if he can form a corporation to take over the assets 
of the branch store, the Allyn Trading Company will accept stock in the new cor- 
poration as part payment. The inventory of the branch store shows the net assets 
to be $22,550.00. 

Mr. Montgomery applies for and secures a charter for the Montgomery Mer- 
cantile Company with a capital stock of $25,000.00. The Allyn Trading Company 
agrees to accept this amount for the branch store, to be paid as follows: cash, 
$5,000.00; stock in the Montgomery Mercantile Company, $5,000.00; three notes 
for $5,000.00 each, with interest at six per cent from date, due in six, twelve, and 
eighteen months respectively. 

Make in Journal form the entries necessary to record this transaction on the books of the 
Allyn Trading Company under date of December i, 192. ., assuming that the branch store accounts 
appear on the books of the Allyn Trading Company as Branch Store Inventory, Dr., $13,651.75; 
Branch Store Purchases, Dr., $15,409.11; and Branch Store Sales, Cr., $19,571.50. 

Exercise No. 96, Constructing Selling Expense Accounts 

Open accounts on a sheet of ledger paper with Advertising Expense, Ad- 
vertising Material, Salaries in the Selling Department, Traveling Expense, Ware- 
house Material, Warehouse Expense, Delivery Expense, and Freight Out, and 
record at least three transactions in each account; indicate the nature of each 
item in the explanation column of the account in which it is recorded. 
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Exercise No. 97, Note Receivable Discounted. 

Show, in journal form, the entries necessary to record a note receivable (a) 
when received from a customer to apply on account; (b) when discounted at the 
bank; (c) when the discounted note is paid by the maker; (e) when the discounted 
note is not paid but is renewed; (f) when the discounted note is protested. 



Exercise No. 98, Agent and Principal. 

The following transactions were completed by the Southern School Book 
Depository, agent for the Davis Publishing Company: 

Jan. I. Received from the Davis Publishing Company 500 Davis law texts 

at $1.00. 

10. Sold the College Book Store, City, 100 law texts at $1.00. 

15. Paid insurance on the stock of law texts, $12.50. 

25. Received from the Davis Publishing Company 500 law texts at $1.00. 

26. Sold the Central High School, City, 200 law texts at $1.00. 

27. Paid $25.50 freight and drayage on the books received on the 25th. 
Feb. 10. Sold Smith Bros., Kent, 150 law texts at $1.00. Paid express, $i.oo.. 

25. Sold the Lincoln High School, Lincoln, 100 law texts at $1.00. 

Mar. 5. Sold the Central Business College, City, 200 law texts at $1.00. 

10. Received from the Davis Publishing Company 500 law texts at $1.00. 

11. Paid freight and drayage on law texts received March 10, $27.65. 

20. Received from the Lincoln High School five law texts which were 
delivered in a damaged condition ; paid express 40c. Returned these 
to the Davis Publishing Company, paying express 50c. 

31. Rendered Davis Publishing Company a report, and sent check for the 
balance due; commission, I2j^% of net sales. 

1. Record in journal form the above transactions, post and make the report 
of the bookkeeper of the Southern School Book Depository. 

2. Record the same transactions as they would be recorded by the book- 
keeper of the Davis Publishing Company. 



QUESTIONS 

1. Why is it advisable for a merchant who does a considerable volume of business 

to classify the selling expense through special accounts? 

2. (a) What is the difference between Freight In and Freight Out? (b) How is 

each shown on the Statement of Profit and Loss? 

3. Explain why it is advisable for a manufacturer who makes a delivered sale 

price, to credit Freight Out with the amount of the freight at the time the 
sale is made, and debit the Freight Out account when the freight is paid. 

4. Explain the two methods for recording transactions with a branch store. 

5. Who is an agent? 

6. Who is a principal? 

7. What is the purpose of the agent's account with the principal? the prin- 

cipal's account with the agent? 

8. Will all the debits on the agent's account with the principal appear as credits 

on the principal's account with the agent? 

9. Why is a liability incurred when a note receivable is discounted? 

10. How is the liability incurred in question 9 shown on the Balance Sheet? 



Chapter XXX 

SPECIAL RULING IN BOOKS OF ACCOUNT 

The Purpose of this Chapter is to explain the use and advantage of special 
columns in books of original entry through illustrations showing transactions 
recorded in them. A printed statement of the transactions recorded in the illus- 
trations is given that the student may check the transactions with the entries. 
The method of posting from the special columns in each book of original entry is 
explained by requiring the student to post from the illustrations. 

§311. Business Transactions are recorded in books of original entry and 
posted as they occur and in the order of their occurrence. When a number of trans- 
actions affect the same account, much time can be saved by providing a special 
column in each book of original entry which contains a record of transactions 
affecting the account. In a mercantile business, the usual books of original entry 
are (a) purchases journal, (b) returned purchases journal, (c) sales journal, (d) 
returned sales journal, (e) cash book, or separate cash receipts and cash payments 
journals, (0 notes receivable journal, (g) notes payable journal, and (h) general 
journal. In addition to these books of original entry a number of auxiliary books 
may be needed; these include the petty cash book, check book, and pay roll book. 

§ 312. Petty Cash Fund refers to the fund provided for payments of small 
amounts when all cash received is deposited in the bank, and all payments are made 
by check. The cash needed for this fund is secured by check; the money re- 
ceived when the check is cashed is kept in the safe and used for paying obligations 
where the amount is small, usually less than $i.oo. The bookkeeper requires a 
receipt for each payment from the petty cash fund. The Petty Cash Fund account 
is debited for the amount of the check at the time it is issued. Expenditures from 
the petty cash fund are recorded in the petty cash book. When the fund is ex- 
hausted, a check is issued to renew it. This check is debited to the accounts affected 
by the expenditures as shown by the petty cash book. The Petty Cash Fund ac- 
count in the general ledger will show the amount of the petty cash fund ; this may 
be $20.oo, $50.00 or $100.00, depending on the desires of the management. 

§ 313. The Petty Cash Book is an auxiliary book which contains a record 
of expenditures from the petty cash fund. When these expenditures affect a num- 
ber of expense accounts, special columns should be provided for each account 
in the same manner as special columns are provided on the payments side of the 
cash book. The petty cash book should be ruled when the petty cash fund is 
exhausted. The amount of the check to renew the fund should be sufficient to 
bring it up to the balance of the Petty Cash Fund account in the general ledger, 
which is the amount decided upon as the petty cash fund. At the close of the 
fiscal period, the petty cash book should be balanced, the amount of the fund on 
hand carried down below the ruling, and the expenditures debited to the proper 
operating accounts in the general journal, otherwise these expenditures would 
not be shown on the reports. Illustration No. 119 shows a petty cash book with 
seven amount columns; the use of these columns is explained by the headings. 
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TRANSACTIONS RECORDED IN THE ILLUSTRATIONS 

§ 314. The Books of Account shown in Illustrations Nos. II1-120, con- 
tain a record of the transactions performed by the Arnold Drug Store during the 
month of December. The use of the special columns in each illustration can be 
better understood by comparing each entry with the transaction. 



December 2 

Paid rent for the month, $75.00, by our check No. 63. 

Sold Miller & Barr, Canton, per sales invoice No. 77, drugs, $102.74, sundries, 
$54.16; terms, 2% trade acceptance, 30 days. Received in payment of this in- 
voice, less 2% discount, their 30-day trade acceptance payable at the Citizens' 
Bank of Canton. 

Received from Williams Pharmacy in payment for sales invoice No. 60, a 
60-day note, $287.11, dated November 15, signed by J. B. Macklin, payable at 
the City National Bank, with interest at 6% from date; allowed them credit for 
the accrued interest on the note. 

Gave Tanner & Co. our 15-day note for $217.25, payable at the City National 
Bank, dated November 30, with interest at 6% from date, in payment for pur- 
chases invoice No. 15. 

Paid $4.00 from the petty cash fund for stamps to be used in the office. 

Accepted John D. Park & Son's 60-day trade acceptance for $557.75, payable 
at the City National Bank, in payment for purchases invoice No. 20 less 3% dis- 
count as per terms. 



Illustration No. lir, Purchases Journal. 

EXPLANATION. The method o( recording is the same aa in other purchases journals 
iliusiraied in preceding chapters, except that a record is kept of the merchandise purchased for two 
separate departments, as indicated by the printed headings at the top of the amount columns. At 
the end of the month, the Accounts Payable account is credited for the total of the first column, 
the Drugs Purchases account debited for the total of the second column, and the Sundries Pur- 
'' t debited for the total of the third column. 



Bought from Park, Davidson & Co., Chicago, per purchases invoice No. 23, 
dated December 2, drflgs, $250.00, sundries, $200.00; terms 2/10, n/30, 
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December 6 

Paid from the petty cash fund 95c for gasoline for truck and $1.05 for adver- 
tisement in the Herald. 

Sold Armstrong Drug Co., 560 Race St., City, per sales invoice No. 78, drugs, 
$84.75, sundries, $29.22; terms, 3/10, n/60. 

Bought from the Special Chemical Co., Chicago, per purchases invoice No. 24, 
dated December 4, drugs, $694.38; terms, 3/10, n/30. 

Cash sales to date: drugs, $22.50; sundries, $6.75. 




LP. 
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Illustration No. 112, Returned Purchases Journal. 

EXPLANATION. This journal contains a record of merchandise returned to creditors; 
the same number of amount columns is provided as in the purchases journal. At the end of the 
month, the Accounts Payable account is debited for the total of the first column, the Drugs Pur- 
chases Returns account credited for the total of the second column, and the Sundries Purchases 
Returns account credited for the total of the third column. 

December 7 

Gave Armstrong Drug Co. our credit memorandum No. 4', for sundries sold 
them on the 6th and returned, $1.25. 

Proved cash (balance, $3,357.92), and posted. All cash on hand is deposited 
in the bank each time cash is proved. 

December 9 

Received credit memorandum No. 56 from Park, Davidson & Co. for sundries 
purchased on the 4th and returned, $2.20. 

Received a check from Brand & Wing for $109.96 in payment for their past- 
due account, and 56c interest on the same. 

Received $11.25 from Grant & Watkins in full for sales invoice No. 76 less 
3% discount as per terms. 



December 10 

Sold St. Cloud Sanatorium, St. Cloud Heights, per sales invoice No. 79, drugs, 
$159.60, sundries, $84.60, f. o. b. our freight station; terms, 3/10, n/60. 

Paid $20.90, express on the shipment to the St. Cloud Sanatorium, by our 
check No. 64. 

Received a check from L. M. Kirk for $65.15 in payment for his 60-day note 
dated October 11, and 65c interest, due today. 

Paid $1.75 from the petty cash fund for repairs on truck. 

Gave the Goodyear Rubber Co., our 30-day note for $167.25 payable at the 
City National Bank, in full of account, and 6% interest on the note in advance. 

Received credit memorandum No. 18 from Special Chemical Co. for drugs 
purchased on the 6th and returned, $4.25. 
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Illustration No. 113, Sales Journal. 
EXPLANATION. The method of recording is the same as in other sales journals illustrated 
in preceding chapters, except that a record is kept of the merchandise sold by two separate depart- 
ments, as indicated by the printed headings at the top of the amount columns. At the end of the 
month, the Accounts Receivable account is debited tor the total of the tir^t column, the Dru^ 
Sales account is credited for the total of the second column, and the Sundries Sales account u 
credited for the total of the third column. 

December 11 

Sold Martin & Mattin, 1471 Elm St., City, per sales invoice No. 80, drugs, 
$100.10, sundries, $294.40; terms, 3/10, n/60. 

December 12 

Paid $2.50 from the petty cash fund for repairs on warehouse steps. 

Gave Park, Davidson & Co., our check No. 65 for $438.84 in payment for 
purchases invoice No. 23, less credit for sundries returned on the 9th and discount 
as per terms. 

December 13 

Bought from Artrip & Leeds, 24 Fremont St., City, per purchases invoice 
No. 25, dated December 12, drugs, $11.21, sundries, $203.00; terms, 5/10, n/6o. 

Gave Martin & Martin our credit memorandum No. 5 for drugs sold them 
on the iith and returned, $4.50. 

Cash sales to date: drugs, $28.19; sundries, $18.30. 

December 14 

Bought from Tanner & Co., Kansas City, per purchases invoice No. 26, dated 
December 11, sundries, $69.44, ^- o- b. Kansas City; terms, 15 days. 

Paid $6.31, freight on purchase from Tanner & Co. received today, by our 
check No. 66, 

Paid 15c from the petty cash fund to reimburse Mr. Arnold for carfare he had 
paid on a buying trip in the West End. 

Gave Special Chemical Co. our check No. 67 for $669.43 '" payment for pur- 
chases invoice No. 24, less credit for drugs returned on the loth and discount as 
per terms. 

Withdrew from the bank by our check No. 68, $140.00 for pay roll as follows: 
warehouse employee, $10,00; delivery truck driver, $30.00; selling department 
employees, $60.00; office employees, $40.00. 

Proved cash (balance, $2,315.29) and posted. 
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Illustration No. 1 14, Returned Sales Journal. 

EXPLANATION. This journal contains a record of merchandise returned by customers; 
the same number of amount columns is provided as in the sales journal. At the end ot the month, 
the Accounts Receivable account is credited for the total of the first column, the Drugs Sales Re- 
turns account is debited for the total of the second column, and the Sundries Sales Returns account 
debited for the total of the third column. 

December 16 

Bought from Independent Drug Co., West End, City, per purchases invoice 
No. 27, dated December 15, drugs, $623.50; terms, 30 days. 

Paid $3.50 from the petty cash fund for express on purchase received today; 
the terms of sale did not include delivery. 

Received credit memorandum No. 11 from Artrip & Leeds for merchandise 
purchased on the 13th and returned: drugs, $6.95; sundries, $10.00. 

Borrowed $1,000.00 from the City National Bank on our three months' note 
dated today;, received credit in the pass book for the face of the note less 6% 
interest. 

Gave the City National Bank check No. 69 for $217.79 in payment for note 
and interest due on the 15th. 

Received $109.34 from Armstrong Drug Co. in full for sales invoice No. 78, 
less credit for sundries returned on the 7th and discount as per terms. 

Received notice from Tanner & Co. that they had debited our account with 
$10.00, amount of error in purchases invoice No. 26. 

December 17 

Sold Horsley Bros., Lancaster, per sales invoice No. 81, sundries, $31.28; 
terms, 2% trade acceptance 30 days. 

L. A. Arnold, S. J. Moore, A. Y. Barnes, R. W. Lawson, and C. J. Barber 
made application to the Secretary of State to incorporate the drug business of L. A. 
Arnold with a capital stock of $60,000.00, consisting of six hundred shares common 
stock, par value $100.00 per share. L. A. Arnold agreed to purchase two hundred 
shares and each of the other incorporators, twenty-five shares. 

No entry is required in the books of account until the charter has been granted. 



December 18 

Received a 30-day note from J. M. McDougal for $250.00, dated December 

16, payable at the Second National Bank, in full of account; gave him credit for 
the face of the note less 6% interest in advance. 

Bought from P. W. Drackett & Sons Co., Spring Grove Ave., City, per pur- 
chases invoice No. 28, dated December 17, drugs, $141.60; terms, 3/10, n/30. 

Paid $3.75 from the petty cash fund for Christmas decorations for window. 
Received from Horsley Bros, their 30-day trade acceptance, dated December 

17, payable at the Lancaster National Bank, in payment for sales invoice No. 81 
less discount as per terms. 
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Illustration No. 115, Receipts Side of Cash Book. 

EXPLANATION. This illustration shows a record of cash received. The printed headings 
explain the use of the special columns. All cash received is deposited, and all cash payments made 
by check. An account is kept with the bank in the general ledger; at the end of each month it is 
debited with the total deposits and credited with the total checks issued during the month. 

December 19 

Sold Williams Pharmacy, 8240 Cedar St., City, per sales invoice No. 82, 
drugs, $68.27, sundries, $74.50; terms, 3/10, n/60. 

December 20 

Received a check for $257.77 from St. Cloud Sanatorium in full for sales in- 
voice No. 79, including freight, less discount as per terms. 
Cash sales to date: drugs, $43.40; sundries, $33.75. 

December 21 

Received credit memorandum No. 32 from P. W. Drackett & Sons Co. for 
drugs purchased on the i8th and returned, $2.90. 

Gave Horsley Bros, our credit memorandum No. 6 for sundries sold them on 
the 17th and returned, $1.00. 

Proved cash (balance, $3,526.76) and posted. 



December 23 

Sales as follows: Independent Hospital, Third and Locust, City, per sales 
invoice No. 83, drugs, $122.44, sundries, $77.46; terms, 3/10, n/60. Haefner's 
Pharmacy, Hunt and Broadway, City, per sales invoice No. 84, drugs, $101.23, 
sundries, $173.10; terms, 3/10, n/60. 

Gave the Special Chemical Co. our 30-day note for $275.00, payable at the 
City National Bank, with interest at 6% from date, in payment for purchases 
invoice No. 22. 



SPECIAL-COLUMN CASH BOOK 



289 



/. ^z.»J / 






Date 



/^ 

/*/ 

/<; 

ZJ 

3-r\ 

3/ 
J/ 

3/ 



u 



/ o 

V 

J- 

/C 
<^ 

u 

r 
r 

/' 



Accouia Di>biX.ed. 












"y J ■ ' XT* 




Illustration No. 116, Payments Side of Cash Book. 

EXPLANATION. This illustration shows a record of cash paid, all payments being made 
by check. The printed headings explain the use of the special columns. The posting at the end of 
the month is the same as from the payments side of any cash book, except that the bank is credited 
with the total payments instead of the account with Cash. 

December 23 

Received $378.30 from Martin & Martin in full for sales invoice No. 80, less 
credit for drugs returned on the 13th and discount as per terms. 

Gave Artrip & Leeds our check No. 70 for $187.40 in payment for purchases 
invoice No. 25, less credit for drugs and sundries returned on the i6th and dis- 
count as per terms. 

December 26 

Bought from Park, Davidson & Co., Chicago, per purchases invoice No. 29, 
dated December 23, drugs, $60.40, sundries, $309.60; terms, 2/10, n/30. 

Gave Tanner & Co. our check No. 71 for $79.44 in payment for purchases 
invoice No. 26, plus error of the i6th. 

Sales as follows: Smith & Schott, 205 E. Pearl St., City, per sales invoice No. 
85, drugs, $98.98, sundries, $36.42; terms, 3/10, n/6o. Miller & Barr, Canton, 
per sales invoice No. 86, drugs, $10.87, sundries, $24.71; terms, 2% trade accept- 
ance, 30 days. 

Paid $1.00 from the petty cash fund for electric bulbs to be used in the office. 

Sold the Ford delivery truck to Sears, Ward & Co. for $750.00. Received in 
payment their check for $244.22, and a 60-day note for $503.76, signed by John 
R. Bates, dated November 26, with interest at 6% from date; allowed them credit 
for the accrued interest on the note. 



December 27 

Boughtfrom John D. Park & Son, Erie, per purchases invoice No. 30, dated 
December 26, sundries, $263.46; terms, 3% trade acceptance, 60 days. 



NOTES RECEIVABLE AND PAYABLE JOURNALS 
NolM Reccinfale 



Illustration No. 117, Left Page of Notes Receivable Journal. 

EXPLANATION, This illustration shows a record of notes and accepted draft! rec«ved by 
thebusinesa. Theamountcolumna indicate that it is used as a book of original entry, hence the notes 
are not recorded in the genera] journal. The printed heading at the top of each amount column 
indicates the account aSected. 



Illustration No. 118, Left Page of Notes Payable Journal. 
EXPLANATION. Thia illustration shows a record of notes iraued and drafts accepted by the 
bumness. The amount colunrns indicate that it is used as a book of original entry, hence the notes 
are not recorded in the general journal. The printed heading at the top of each amount column in- 
dicates the account affected. 



Sold Court House Pharmacy, 988 Walnut St., City, per sales invoice No. 87, 
<lmgs> $334-39> sundries, I78.68; terms, 3/10, n/60. 

Gave P. W. Drackett & Sons Co, our check No. 72 for $134.54 i" payment 
for purchases invoice No. 38, less credit for drugs returned on the 21st and discount 
as per terms. 

Cash sales to date: drugs, $71.35; sundries, $24.15. 

December 28 

Gave the Court House Pharmacy our credit memorandum No. 7 for mer- 
chandise sold them on the 27th and returned: drugs, $3.50; sundries, $1.50. 
Issued check No. 73 for $18.65 to renew the petty cash fund. 
Proved cash (balance, $3,824,75), and posted. 

December 30 

Sales as follows: Market Prescription Pharmacy, 2013 Main St., City, per 
sales invoice No. 88, drugs, $202.77; terms, 3/10, n/60. Model Pharmacy, 604 
Smith St., City, per sales invoice No. 89, drugs, $135.60; sundries, $99.05; terms, 
3/10, n/60. 

Received from St. Cloud Sanatorium a 60-day note for $400.00, signed by 
B. C. Waters, Proprietor, dated January i, to apply on account; gave them credit 
for the face of the note less 6% interest in advance. 

December 31 

Received a check for $153,76 from Miller & Barr in payment for trade ac- 
ceptance dated December 2. 



PETTY CASH BOOK 

NotM Recdvmble 



Illustration No. 117, Right Page of Notes Receivable Journal. 
EXPLANATION. At the end of the month the Notes Receivable account is debited for the 
total notes received, and the Accounts Receivable account credited for the total credits allowed 
customers on account of these notes; Interest Earned u debited or credited for the difference 
between these totals. 



Illustration No. Ii8, Right Page of Notes Payable Journal. 

EXPLANATION. At the end of the month the Notes Payable account is credited tor the total 
notesissued, and the Accounts Payable account debited for the total credits allowed the business 
on account o( these notes; Interest Cost is debited or credited for the difference between these 

totals. 




Illustration No. 1 19, Petty Cash Book. 

EXPLANATION. This illustration shows a record of cash payments from the petty cash 
fund.' The headings at ihe top of the amount columns indicate the accounts affected; these columns 
are the same as on the payments side of [he cash book, except that a column for Salaries in the 
Selling Department is not needed in the petty cash book. The total of each column may be trans- 
ferretfto tne cash book at the end of the month, or at the time the petty cash fund Is renewed. 
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Illustration No. 120, General Journal. 

EXPLANATION. The printed headings explain the use of the special columns. Columns 
may be provided for recording returned purchases and returned sales if these transactions do not 
occur with sufficient frequency to require a returned purchases journal and a returned sales journal. 
The equality of the debits and credits recorded in the columns should be proved at the conclusion 
of each page before forwarding the totals. 

December 31 

Sold Martin & Martin, 1471 Elm St., City, per sales invoice No. 90, drugs. 
$204.09, sundries, $299.02; terms, 3/10, n/60. 

Withdrew from the bank by our check No. 74, $125.00 for pay roll as follows: 
warehouse employee, $10.00; delivery truck driver, one week, $15.00; selling 
department employees, $60.00; office employees, $40.00. 

Paid for advertising service, $125.00, by our check No. 75. 

Gave Mr. Arnold a check for $150.00, salary for the month, distributed as 
follows: Buying Expense, Salaries in Selling Department, and Administrative 
Expense, each one-third. 

Cash sales to date: drugs, $44.20; sundries, $20.20. 

Proved cash (balance, $3,642.91) and posted. 



EXERCISE 
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Exercise No. 99, Recording Transactions. 

The purpose of this exercise is (a) to familiarize the student with the special 
columns shown in the illustrations by having him check the transactions recorded 
in them, (b) to provide practice in posting from these special ruled books of original 
entry, and (c) to provide practice in recording transactions in books of account 
with special ruling similar to the illustrations. The work required should be com- 
pleted in the following order: 

1. Check the transactions for December with the illustrations. 

2. Open (on ledger paper) the accounts given in the list below. Arrange in 
the order given, and allow the number of lines indicated by the number in paren- 
thesis after the name of each account. The amount given after the name of the 
account indicates the balance on the November 30 Trial Balance of the Arnold Drug 
Store. 

General Ledger 



City National Bank (7), Dr., $3,403.67. 

Petty Cash Fund (4), Dr., 520.00. 

Notes Receivable ^5), Dr., S64.50. 

Accounts Receivable (8), Dr., $1,057.67. 

Reserve for Doubtful Accounts (4). 

Accrued Interest Earned (4). 

Subscribers to Capital Stock (4). 

Office Equipment (5), Dr., $750.00. 

Reserve for Dep. of Office Equipment (4). 

Store Fixtures (4), Dr., $1,803.22. 

Reserve for Depreciation of Store Fixtures (4). 

Delivery Equipment (4), Dr., $1,750.00. 

Reserve for Dep. of Delivery Etiuipment (4). 

Goodwill (4). 

Prepaid' Interest Cost (4). 

Office Supplies (4). 

Advertising Material (4). 

Delivery Truck Supplies (4). 

Organization Expense (4). 

Notes Payable (4). 

Accounts Payable (8), Cr., $1,233.66. 

Accrued Interest Cost (4). 

Accrued VV^arehouse Rent (4). 

Accrued Advertising Expense (4). 

Deferred Credit to Interest Earned (4). 

L. A. Arnold, Capital (7), Cr., $15,000.00. 

Capital Stock (4). 

Unissued Capital Stock (4). 



Subscriptions to Capital Stock (4). 
Drugs — Sales (7), Cr., $20,652.90. 
Drugs — Sales Returns (6), Dr., $67.42. 
Drugs— Inventory, Jan. i (4), Dr., $5,437.98. 
Drugs — Inventory, December 31 (4). 
Drugs — Purchases (6), Dr., $17,901.10. 
Drugs — Freight In (6), Dr., $46.15. 
Drugs — Purchases Returns (6), Cr., $45.65. 
Sundries — Sales (7), Cr., $15,868,03. 
Sundries — Sales Returns (6), Dr., $37.50. 
Sundries — Inventory, Jan. I (4), Dr., $3,987.62 
Sundries — Inventory, December 31 (4). 
Sundries — Purchases (7), Dr., $10,298.80. 
Sundries — Freight In (6), Dr., $102.40. 
Sundries — Purchases Returns (6), Cr., $89.22. 
Buying Expense (6), Dr., $529.06. 
Selling Expense (4). 

Advertising Exp>ense (8), Dr., $1,114.98. 
Warehouse Expense (7), Dr., $294.10. 
Delivery Expense (8), Dr., $374.84. 
Salaries in Selling Dept. (6), Dr., $1,707.75. 
Loss on Doubtful Accounts (4). 
Administrative Expense (8), Dr., $2,149.63. 
Purchases Discount (7), Cr., $632.47. 
Interest Earned (10), Cr., $32.90. 
Sales Discount (8), Dr., $436.35. 
Interest Cost (9), Dr., $220.09. 
Profit and Loss (25). 



Accounts Receivable Ledger 



Armstrong Drug Co. (6). 
Brand & Wing (4), Dr., $109.40. 
Court House Pharmacy (4). 
Grant & W^atkins (5), Dr., $11.60. 
Haefner's Pharmacy (4). 
Horsley Bros. (6). 
Independent Hospital (4). 



\Villiams Pharmacy (5), Dr., $287.92. 



J. M. McDougal (4), Dr., $248.75. 

Market Prescription Pharmacy (8). 

Martin & Martin (6). 

Miller & Barr (5). 

Model Pharmacy (4). 

Smith & Schott'(4). 

St. Cloud Sanatorium (5), Dr., $400.00. 



Accounts Payable Ledger 



Artrip & Leeds (6). 
P. W. Drackett & Sons Co. (6). 
Goodyear Rubber Co. (4), Cr., $166.41. 
Independent Drug Co. (4). 



Park, Davidson & Co. (6). 
John D. Park & Son (5), Cr., $575.00. 
Special Chemical Co. (7), Cr., $275.00. 
Tanner & Co. (6), Cr., $217.25. 
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3. Post the entries in the illustrations including the totals of the special 
columns, and take a Trial Balance from the general ledger, the accounts payable 
ledger and the accounts receivable ledger. 

4. Prepare journal entries for the following: 

(a) Drugs in stock, December 31, $7,315.82; sundries in stock, December 31, $1,238.54. 

(b) Interest accrued on notes receivable, $5.14. 

(c) Interest accrued on notes payable, 37c; warehouse rent for December unpaid, $50.00; ad- 

vertising service for two months unpaid, $35.00. 

(d) Interest on notes payable paid in advance, $12.75; office supplies on hand, $127.60; advertis- 

ing material on hand, $139.44; gasoline and other supplies for delivery truck on hand, $42.1 1. 

(e) Interest on notes receivable collected in advance, $4.63. 

(f) Reserves: Office Equipment, 3%; Store Fixtures, 3%; Delivery Equipment, 5%; Doubt- 

ful Accounts, I % of Accounts Receivable. 

5. Post these (a-f) entries to the accounts on the ledger sheets and take a 
second Trial Balance. 

6. Prepare a Balance Sheet and Statement of Profit and Loss from the Trial 
Balance taken after the adjusting entries have been posted. 

7. Make the closing journal entries, post these, rule all accounts that balance, 
and take a post-closing Trial Balance. This should show the following: 

City National Bank, Dr., $3,642.91; Petty Cash Fund, Dr., $20.00; Notes Receivable, Dr., 
$1,471.52; Accounts Receivable, Dr., $2,139.48; Reserve for Doubtful Accounts, Cr., $21.39; 
Office Equipment, Dr., $750.00; Reserve for Depreciation of Office Equipment, Cr., $22.50; Store 
Fixtures, Dr., $1,803.22; Reserve for Depreciation of Store Fixtures, Cr., $54.10; Delivery Equip- 
ment, Dr., $1,000.00; Reserve for Depreciation of Delivery Equipment, Cr., $50.00; Notes Pay- 
able, Cr., $2,000.00; Accounts Payable, Cr., $1,256.96; Accrued Warehouse Rent, Cr., $50.00; 
L. A. Arnold, Capital, Cr., $16,213.58; Drugs — Inventory, December 31, Dr., $7,315.82; Sundries 
— Inventory, December 31, Dr., $1,238.54; Advertising Expense, Dr., $139.44, Cr., $35.00; 
Delivery Expense, Dr., $42.11; Administrative Expense, Dr., $127.60; Interest Earned, Dr., $5.14, 
Cr., $4.63; Interest Cost, Dr., $12.75, Cr., 37c. 

8. Record the transactions given below in books of original entry * (loose 
sheets of paper) ruled similar to the illustrations in this chapter. The January 
transactions will be posted to the same ledger sheets used for posting the December 
transactions. 

MEMORANDA OF TRANSACTIONS FOR JANUARY 

January 2 

At a meeting of the subscribers to the capital stock of the Arnold Drug Com- 
pany, it was agreed to pay L. A. Arnold $18,000.00 for his interest in the business 
he has been operating, and to assume all liabilities of the business. L. A. Arnold 
agreed to accept 180 shares of stock in payment for his interest and to pay by check 
one half of his subscription for 200 additional shares, the remainder to be paid 
within thirty days. The other subscribers agreed to pay cash for one half of the 
stock subscribed and the balance within thirty days. L. A. Arnold, S. J. Moore, 
A. Y. Barnes, and R. W. Lawson were elected as the board of directors. 

At a meeting of the board of directors, L. A. Arnold was elected president and 
S. J. Moore, secretary- treasurer. Checks in payment for one-half of the stock 
subscribed were received as follows: L. A. Arnold, $10,000.00; S. J. Moore, 
A. Y. Barnes, R. W. Lawson, and C. J. Barber, each $1,250.00. A certificate of 
stock for the 180 shares of stock accepted by Mr. Arnold in payment for his in- 
terest in the business has been issued. 

Below the two journal entries required to record the authorized capital stock and the sub- 
scriptions, make a third journal entry to record the stock issued to L. A. Arnold in payment for his 
interest in the business and the goodwill; in this entry, debit L. A. Arnold Capital and Goodwill 
and credit Unissued Capital Stock. Enter the checks in the cash book. You will not be required 
to write the certificate of stock. 
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January 3 

Paid M. F. Duflf, attorney, $250.00 for legal service in connection with or- 
ganizing the corporation and securing the charter. 

Debit Organization Expense. 

Prove cash (balance, $18,392.91) and post the entries in the cash book and general journal to 
the same ledger used in December. 

QUESTIONS 

!• What is the difference between a book of original entry and an auxiliary 
book? 

2. What is the purpose of special columns in books of original entry? 

3. What is the purpose of separate sales accounts? 

4. Why is it necessary to provide special columns in the purchases journal and 

sales journal when separate sales and purchases accounts are maintained? 

5. Why is the total of the Sales Discount column on the receipts side of the 

cash book, and the total of the Purchases Discount column on the pay- 
ments side of the cash book, not used in proving cash? 

6. To what accounts in the general ledger is the total of the Sales Discount 

column on the receipts side of the cash book posted? Why? 

7. What, effect will it have on the Trial Balance if the bookkeeper makes an 

error of $1.00 in adding the Purchases Discount column on the payments 
side of the cash book? Give reason for your answer. 

8. What is the advantage of the notes receivable and notes payable journals? 

9. If no Interest Earned column is provided in the notes receivable journal, 

what entry will be required if a customer does not receive credit for the 
full amount of the note because of the interest involved? 

10. (a) Why does the bookkeeper reconcile his bank account with the statement 
rendered by the bank? (b) Describe, in detail, the method of making this 
reconciliation. 



Chapter XXXI 

GENERAL INFORMATION 

The Purpose of this Chapter is to explain trade acceptances and the ac- 
counting procedure in connection therewith, collateral security, power of attorney, 
journal voucher, exhibits, schedules, analytical statements, method of numbering 
accounts, and basis for depreciation. The student of bookkeeping needs this 
information if he is to complete successfully the work required of him as a book- 
keeper. As a business man, he will need this information so that he may interpret 
the reports submitted to him by the bookkeeping department. 

§ 315. A Trade Acceptance as defined by the Federal Reserve Board is 
"a bill of exchange (time draft) drawn by the seller on the purchaser of goods sold, 
and accepted by such purchaser." As explained in §94, it is assumed that this 
acceptance is made on the date of purchase, or within a few days thereafter. The 
principal difference between the time draft and the trade acceptance is that the 
former is drawn and accepted at the expiration of the time of credit, with the 
purpose of giving additional time, while the latter is drawn and accepted at the 
time of the sale, or within a few days thereafter. The trade acceptance originated 
in Great Britain and the countries of Continental Europe where practically every 
commercial transaction is financed by means of a time draft. Its successful applica- 
tion in these countries has brought about a demand for its use in the United States, 
and this is being advocated by many leading business organizations. 
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Illustration No. 121, Trade Acceptance. 

§ 316. The Purpose of a Trade Acceptance is (a) to provide a better 
evidence of the debt resulting from the sale of merchandise on account than the 
open book account; (b) to provide commercial paper that may be discounted by 
the seller; (c) to encourage prompt payment on the part of the purchaser. 

^ I. Open Book Account, The op>en book account is the seller's record of 
his transactions with the buyer. It is the result of a business habit which has 
many disadvantages. It forces the seller to carry the financial burden of the buyer, 
and ties up the seller's invested or borrowed capital for an indefinite period. As 
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an asset, the open book account is neither quick nor sure. At best, book accounts 
are seldom available for a loan of more than 50% of their value. The book account 
being the seller's record of his transactions with the buyer, in case of dispute 
the burden of evidence is on the seller. As sales are often completed over the 
counter or telephone, it is sometimes difficult to prove the amount of the account. 
If each sale on account is closed by a trade acceptance, all of these disadvantages, 
and many more not enumerated, are eliminated and there is a clear understand- 
ing between the seller and the buyer as to the amount of the indebtedness, and 
the date of maturity. 

1[ 2. A Better Class of Collateral Security. Borrowed capital is usually ob- 
tained by discounting notes properly executed by the business, or by discounting 
notes received from customers. The National Banking law very wisely limits the 
amount of the loans to be made to any one business by national banks, and prac- 
tically all of the state banking laws now conform to the national law. This means 
that the business is limited as to the amount of money it can borrow on its own 
paper. Notes given the business by customers are usually for an extension of time, 
hence are not the best class of commercial paper, as a business with a high credit 
rating seldom has occasion to issue notes for maturing obligations. Since it is 
necessary for the business to become surety on notes discounted by it, the borrow- 
ing limit regulated by the banking laws affects the discounting of notes. The 
Federal Reserve Act creating Reserve banks has made the trade acceptance a 
preferred class of commercial paper which may be discounted to an unlimited 
extent by the business, and in no way affect the borrowing capacity in regard to 
its own or others* notes discounted. Reserve banks are permitted to go into the 
market and buy trade acceptances direct if member banks do not purchase and 
rediscount them. Being a preferred class of security, the trade acceptance gives 
the business a greater borrowing capacity and a smaller discount rate because 
the better the security, the less the interest charge. 

% 3. Prompt Payment. One of the principal objections to the open book 
account is the ease with which the buyer Can secure an extension of time. The 
seller is under obligation to the buyer as a customer and may be forced to extend 
the time of payment even though his better judgment would direct otherwise. 
The same also applies to the discount period where sales are made subject to a 
special discount for prompt payrfient. Many buyers will take advantage of the 
seller by allowing extra time to expire before sending remittance with the hope 
that the volume of business given the seller and the fear of losing a good customer 
will cause him to allow the discount even though the time has expired. If each 
sale on account is closed by a trade acceptance, these and many other annoying 
features will be removed, because the acceptances may be collected through the 
bank should they not be discounted. The average individual has a high regard 
for his credit rating with the bank and, as a rule, will pay an obligation maturing 
at the bank quicker than he will an open account. 

§ 317. Accounting Procedure. When a sale is made, terms "trade ac- 
ceptance," the seller records it in the sales journal in the same manner as a sale on 
account. A trade acceptance for the amount of the sale accompanies the sales 
invoice with a request for its acceptance on delivery. The buyer records the 
purchase in the purchases journal and the accepted trade acceptance in the same 
manner as an accepted draft or a note payable. When the seller receives the trade 
acceptance accepted by the buyer, it is recorded in the same manner as an accepted 
draft or a note receivable. 

An accepted trade acceptance is the same as an accepted draft or a note. Trade acceptances 
received and issued by the business may be recorded in the Notes Receivable and in the Notes Payable 
accounts, or they may be recorded in a Trade Acceptances Receivable and a Trade Acceptances Pay- 
able account; the latter is considered the better practice. 
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§ 318. A Power of Attorney is written evidence of authority granted an 
individual to act as agent for another. One who acts as agent without a power 
of attorney may be held personally responsible for the contracts which he makes 
for his principal. Illustration No. 122 shows one form of power of attorney. 



Know All Men By These Presents, That I, James C, Wilson, of the city of 
Boston, county of Suffolk, and state of Massachusetts, have made, constituted, and ap- 
pointed, and by these presents do make, constitute and appoint Miss Margaret A, Davidson 
of the aforesaid city, county, and state, my true and lawful attorney, to act for me and in 
my name, place and stead, in the following transactions in connection with my business 
as retail clothing merchant, 

1. To draw checks against my account in the Merchants National Bank, 

2. To endorse checks, drafts, notes, or bills of exchange which may require my 
endorsement for deposit as cash or for collection in the said bank, 

3. To accept drafts or bills of exchange which may be drawn on me by those from 
whom I have purchased merchandise. 

I hereby ratify and confirm aU that the said attorney may lawfully do or cause to be 
done by virtue of this power of attorney. 

In Witness Whereof, / have hereunto set my hand and seal this twenty-fifth 
day of May, in the year of our Lord one thousand nine hundred and twenty- three. 

(Signed) JAMES C. WILSON. [Seal] 
Signed, sealed and delivered 

in the presence of 

Paul Whitelaw. [Seal] 



Illustration No. 122, Power of Attorney. 

EXPLANATION. This contract authorizes Miss Margaret A. Davidson to sign certain 
contracts for James C. Wilson. It is necessary for Mr. Wilson to notify the bank that Miss Davidson 
is authorized to sign checks, and to file with it the form of signature to be used by her. 

§ 319. Collateral Security. When money is loaned, the lender usually 
requires the borrower to give some evidence aside from his promise that he will 
pay the money at the time specified. This evidence is usually given in the form 
of security, which may be personal or collateral. Personal security is effected by 
the signature of the one who wishes to guarantee the obligation. Collateral security 
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V.'at9on Bros. & Co. 

605 Madison Ave . 



''Vr* For ^?2/^:^^^^Pre3. 



Illustration No. 123, Collateral Note. 

EXPLANATION. This note is the same form as the usual promissory note, except that 
space is provided for a description of the collateral security. The security attached to this note is 
five shares of City National Bank stock. This stock is not shown in the illustration, since the student 
is familiar with the form of a certificate of stock, through the preceding discussion. 
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is effected by placing the title to personal or real property, as guaranty for the 
payment of the obligation. The title to chattels and real estate is placed as col- 
lateral security by the use of a written document referred to as a ^'mortgage." 
The title to personal property other than chattels is placed as collateral security 
by the use of a collateral note; this class of personal property usually consists of 
written contracts such as stocks and bonds. Illustration No. 123 shows one form 
of collateral note. The security is attached to the note; if the collateral note is 
not paid at maturity, the holder sells the collateral and deducts from the proceeds 
of the sale, the amount of the indebtedness mentioned in the note. 

§320. A Journal Voucher is the written authority for an entry in the general 
journal which is not supported by a business paper received in the usual course of 
business. Journal vouchers are used to support transfer entries and entries which 
affect the accounting records in different departments. Each journal voucher is 
signed by the person who is authorized to issue it. Illustration No. 124 shows one 
form of a journal voucher. 



THE J. A. WHITNEY COMPANY, INC. 

Journal Voucher NcZ:^ 
Journal PaoeJ_ hat f J^y '^* 1 



DEBIT: Delivery Equipment 


500 


00 


CREDIT: Unissued Capital Stock 


500 


00 



REMARKS: ^^ve shares of stock (par value f 100.00) issued in payment for a used Reo truck 
for use in the delivery department. 



APPROVAL: 

/. S. Martin 



J. A, Whitney 



•■CnCTARY 



PRKSIOKNT 



Illustration No. 124, Journal Voucher. 

EXPLANATION. This journal voucher was issued by the president of the corporation, 
and authorizes the issue of live shares of capital stock in exchange for a delivery truck. Without 
this journal voucher, the stockholders of the corporation might question the correctness of the entry. 



§ 321. An Exhibit, as applied to accounting, is a statement of material 
facts with reference to the financial condition of the business, presented in sum- 
marized form. The exhibits submitted to the board of directors usually consist of 
the Balance Sheet, Statement of Profit and Loss, and Analysis of the Surplus 
account. Exhibits are usually designated by letter, the Balance Sheet being 
Exhibit A, Statement of Profit and Loss, Exhibit B, and Analysis of the Surplus 
account. Exhibit C. 

Exhibits should be brief and be condensed so as to provide a comprehensive 
view of the financial condition of the business. Details in regard to the facts set 
forth in each exhibit are given in schedules or analytical statements which accom- 
pany it. 
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§ 322. A Schedule is a detailed list showing the items which compose a 
total on the Balance Sheet or Statement of Profit and Loss, as a list of notes re- 
ceivable, accounts receivable, merchandise in stock, etc. Schedules are usually 
numbered, and the number indicated on the Balance Sheet and Statement of Profit 
and Loss, as illustrated in Chapter XXXII. 

§ 323. An Analytical Statement is a detailed analysis of the balance of 
an account on the Statement of Profit and Loss, as a list of the various expenditures 
which relate to the selling expenses, buying expenses, administrative expenses, 
etc. Each analytical statement is usually numbered, and the number indicated 
on the Statement of Profit and Loss. 

§324. Numbering Accounts. In a business of material size, many ac- 
counts will be required to show the results of the transactions performed in the 
operations of the business. Reference to these accounts may be facilitated by 
giving each account a number according to its classification. The use of numbers 
to designate accounts can best be understood by a careful study of Illustration 
No. 125, in which the arrangement is based on the division of the accounts into 
three groups: (i) property accounts^ (2) proprietorship accounts, and (3) revenue 
accounts. 



. PROPERTY ACCOUNTS 

1. Asset Accounts 

1 1 . Current A ssets 

111. Cash 

112. Notes Receivable 

1 102. Notes Receivable Discounted* 

113. Accounts Receivable 

1 103. Reserve for Doubtful Accounts 

114. Merchandise Inventory 

115. Accrued Interest Earned 

12. Fixed Assets 

121. Office Equipment 

1 20 1. Reserve for Dep. of Office Equipment 

122. Store Fixtures 

1202. Reserve for Dep. of Store Fixtures 

123. Delivery Equipment 

1203. Reserve for Dep. of Delivery Equip. 

124. Building 

1204. Reserve for Depreciation of Building 

125. Land 

13. Intangible Assets 

131. Goodwill 

132. Patents 

14. Deferred Charges to Operation 

141. Unexpired Insurance 

142. Prepaid Advertising 

143. Office Supplies 

144. Organization Expense 

2. Liability Accounts 

21. Current Liabilities 

211. Notes Payable 

212. Accounts Payable 

213. Accrued Interest Cost 

214. Accrued Wages 

22. Fixed Liabilities 

221. Mortgages Payable 

222. Bonds Payable 



2. PROPRIETORSHIP ACCOUNTS 

21. Capital Stock 



201. 


Unissued Capital Stock 


202. 


Treasury Stock 


22. 


Surplus 


23- 


Reserve for Sinking Fund 


3. REVENUE ACCOUNTS 


31. 


Income Accounts 


311- 


Operating Income 


3m 


. Sales 


31101. Sales Returns 


31 102. Sales Allowances 


312. 


Non-operating Income 


3121 


. Interest Earned 


3122 


. Purchases Discount 



32. Expense Accounts 

321. Operating Expense 

32 1 1 . Cost of Sales 

321 1 1. Purchases 

32 1 101. Purchases Returns 

321 102. Purchases Allowances 

321 12. Freight In 

3212. Buying Expense 

3213. Selling Expense 

32 131. Advertising 

32132. Warehouse Expense 

32133. Delivery Expense 

32134. Freight Out 

32135. Loss on Doubtful Acrouiils 

32136. Sundry Selling Expenses 

3214. Administrative Expense 

32141. Building Expense 

32142. Sundry Administrative Expenses 

322. Non-operating Expense 

3221. Interest Cost 

3222. Sales Discount 



*Zero preceding last digit indicates its opposite tendency. 

Illustration No. 125, Numbering Accounts. 
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§ 325. Depreciation. Depreciation refers to the decrease in the value of 
fixed assets due to their use in the operations of the business and to the lapse of 
time (§ 127). Depreciation is not applicable to those assets which will be consumed 
in a short time, such as office supplies, advertising material, shipping room material, 
etc. ; it is applicable only to fixed assets purchased for use in the business, which 
will decrease in value because of their use but which usually have some value no 
matter how long they may be used. It is necessary to record this decrease in 
value because it is one of the operating costs of the business. If not recorded from 
year to year, the Balance Sheet and Statement of Profit and Loss prepared at the 
end of each year will not show the true facts. 

There are several methods for calculating depreciation, but the two most 
generally used are the '^straight line*' method and the '^declining balance" method. 
With the straight line method, the asset is given a scrap value at the expiration 
of a designated number of years, and it is depreciated in equal amounts for each 
of these years between the time of purchase and the time it is to be scrapped. Thus 
if it is assumed that a typewriter which costs $100.00 will have a scrap (exchange) 
value of $25.00 at the end of five years, the depreciation for each year is $15.00; 
$100.00 cost, minus $25.00 exchange value, equals $75.00 depreciation; $75.00 
divided by 5, the number of years, equals $15.00, depreciation each year; $15.00 
depreciation on an investment of $100.00 is equivalent to a depreciation of 15%. 

With the declining balance method, the depreciation is calculated on the value 
of the fixed asset at the end of each year. If it is assumed that the typewriter 
which cost $100.00 will be of service for five years, the depreciation for the first 
year would be i of $100.00, or $20.00; the depreciation for the second year would 
be i of $80.00, or $16.00; the depreciation for the third year would be i of $64.00, 
or $12.80, the depreciation for the fourth year wou!d be i of $51.20, or $10.24; ^^ 
depreciation for the fifth year would be J of $40.96, or $8.19; the scrap value at the 
end of five years being $32.77. 

Depreciation should be shown on the Balance Sheet and on the Statement of 
Profit and Loss. It is shown on the Balance Sheet as a deduction from the cost 
value of the assets; it is shown on the Statement of Profit and Loss through the 
increase in the operating expense accounts affected by the use of the fixed assets. 
The depreciation shown on the Balance Sheet and Statement of Profit and Loss 
is the result of its being recorded in the general journal and posted to the accounts 
in the ledget. 

It is not practical to show the exact amount of the depreciation on each fixed 
asset no matter which method may be used. The reason for this is that it is not 
within the human mind to fix an exact future value on property which is to be 
used in the business, and to determine in advance the amount of the depreciation 
that will occur from year to year through the use of the property. The purpose 
of recording depreciation is to take out of the profit of each year the estimated 
decrease in the value of the fixed assets through their use in the operations of the 
business. The facts gained for recording depreciation are based on estimation 
only. While they may not be exact, yet they will enable the management to know 
the approximate value of fixed assets, in case this information is needed in the 
adjustment of fire loss. It also makes possible the distribution of losses which are 
constantly occurring but the amount of which will not be known until it is necessary 
to replace the fixed assets. 

§ 326. Turnover refers to the number of times the capital invested in a 
given class of merchandise will be reinvested in the same class of goods because 
of sales in excess of original inventory value. The butcher will turn over the fresh 
meat which he buys and sells more rapidly than the piano merchant will turn 
over the pianos which he buys and sells. A turnover of ten times applicable to a 
certain class of merchandise, means that the merchant buys and sells this class 
of merchandise ten times each year. 
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The method of determining turnover is explained and illustrated in Commercial 
Arithmetic, hence it is not necessary to discuss it in detail here. The method 
most |X)pular with merchants is to divide the cost of the goods sold during the 
year by the average inventory (at cost) for the year. Applying this rule to the 
Statement of Profit and Loss in Illustration No. 131 » the turnover would be 3.25^ 
this is arrived at as follows: beginning inventory, $14,606.05; closing inventory, 
$31,261.78; cost of goods sold, $74,626.50. $i4,6o6.05+$3i,26i.78 = $45,867.83. 
$45,867.83-7-2 = $22,933,915, average inventory at cost for year. $74,626.50-5- 
$22,933,915 = 3.25, turnover. 



* Exercise No. 100, Trade Acceptance 

May 19 the Fillmore Music Company of Denver, Colorado, placed an order 
with the John Church Company of Cincinnati, Ohio, for five hundred songbooks 
No. 387. May 25 these books were shipped by express and billed at 62c per copy; 
terms, 3% trade acceptance at sixty days. May 28 the Fillmore Music Company 
received the invoice and entered it in its purchases journal, holding the trade ac- 
ceptance until the merchandise was delivered. May 31 the music books were 
received, and the trade acceptance accepted and mailed to the John Church Com- 
pany. June 3 the John Church Company received the trade acceptance and 
instructed the bookkeeper to record it. 

Record in journal form the entry made by the John Church Company when 
the order was filled, the entry made by the Fillmore Music Company when the 
invoice was received, the entry made by the Fillmore Music Company when the 
trade acceptance was accepted, and the entry made by the John Church Company 
when the trade acceptance was received, assuming that each concern keeps accounts 
with Trade Acceptances Receivable and Trade Acceptances Payable. 

Exercise No. 101, Journal Vouchers 

The following transactions were recorded by the bookkeeper for the R. H. 
Donnelly Corporation and supported by journal vouchers: 

Oct. 27. Mays Bros. & Minot, a customer, report merchandise received in bad 

condition, and the salesman in their territory requests that they be 
allowed credit for $62.50. 

30. At the close of the fiscal period, the sales manager requests that $216.50 
debited to the Delivery Expense account, which shows a sales cost, 
be debited to the Freight In account because this amount applies 
to the cost of hauling merchandise purchased from the station to the 
warehouse by the delivery equipment. 

Nov. 9. The attorney for the corporation reports that the account with Jeffries 

& Son, which is long past due, is uncollectible, and the credit manager 
instructs that its balance, $61.85, be closed into the Reserve for 
Uncollectible Accounts account. 

18. The president authorizes the sale of ten shares of common stock (par 
value, $100.00) to Y. S. Underwood at $95.00 per share and the 
acceptance in payment of this his sixty-day note for this amount, 
dated today, with interest at 6% from date. 

Make each of the above entries in journal form and prepare the journal voucher 
(Illustration No. 124) which would support it; select your own names for the officers 
authorizing the issue of the journal vouchers and indicate the title of each. 
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Exercise No. 102, Depreciation 

Make, in journal form, the entries for the following transactions relating to 
a Packard truck purchased by the Haggard Drug Company; post the entries 
affecting the Delivery Equipment and Reserve accounts. 

Jan. 2, 1919. Purchased for $3,500.00 cash a Packard truck to be used in deliv- 
ering merchandise. 

Dec. 31, 1919. Recorded an estimated depreciation on the truck of I2j^% of 

cost. 
Nov. 6, 1920. Paid $60.00 for a new tire to replace a worn tire on the truck. 

Dec. 31, 1920. Recorded an estimated depreciation on the truck of 12 3^% of 

cost. 

April 13, 1921. Paid $197.60 for storage and repairs on truck. 

Dec. 31, 1921. Recorded an estimated depreciation on the truck of 12^% of 

cost. 

Mar. 17, 1922. The truck was badly damaged in a collision with a street car. 

Brought suit against the street car company for $1,500.00 
damages. 

May 8, 1922. Paid $11054.65 for repairs on the damaged truck. 

Debit Loss on Damaged Truck. 

July 7, 1922. Collected $1,000.00 damages from the street car company; the 

street car company paid the costs of the suit. 

Dec. 31, 1922. Recorded an estimated depreciation on the truck of I2j^% of 

cost. 

Feb. I, 1923. Gave the old truck and our check for $2,750.00 in full payment 

for a new truck, cost price $3,750.00. 

Debit Adjustment of Errors in Previous Periods account for the difference between the re- 
serve for depreciation and the amount allowed on the old truck. This account is debited because, 
if the reserve for depreciation set up during the four previous years had been sufficient, the profit 
for each of these years would have been correspondingly less, hence the Surplus account (§ 271, ^ 3), 
which shows the accumulated profits, would have t^sen less. 

QUESTIONS 

1. (a) What are the advantages of a trade acceptance? (b) the disadvantages? 

2. Can you explain by example the three classes of security usually given 

as guarantee for the payment of obligations? 

3. When merchandise is sold on account, what guarantee does the merchant 

have that he will collect the amount of the sale when it is due? 

4. (a) When should a bookkeeper require a power of attorney? (b) When is a 

power of attorney not essential to the work of a bookkeeper? 

5. (a) What is the purpose of a journal voucher? (b) Why should a journal 

voucher be filed? 

6. (a) What is the connection between an exhibit, a schedule, and an analytical 

statement? (b) How is each used in connection with the preparation of 
reports? 

7. What is the advantage of numbering accounts, and using numbers in addition 

to the titles of the accounts? 

8. What is depreciation? 

9. What is the diflference between the straight line and the declining balance 

method of determining the amount of the depreciation? 

10. What is turnover? 



Chapter XXXII 

WORKING SHEET, ADJUSTING ENTRIES AND REPORTS 

The Purpose of this Chapter is to explain by means of illustrations the 
work required of the bookkeeper or accountant at the close of a fiscal period. The 
illustrations provide a model set with the books of original entry and accounts 
omitted. The illustrations are prepared from the general ledger of a business 
owned and operated by a corporation, but are applicable to a business owned and 
operated by an individual or by partners, the only exception being the method 
of showing the proprietorship. 

§ 327. The Working Sheet is a ruled form used by the bookkeeper or 
accountant in the preparation of the Balance Sheet and Statement of Profit and 
Loss. It contains space ruled for the names of the accounts in the ledger, and 
eight or more amount columns for the Trial Balance, adjustments. Balance Sheet, 
and Statement of Profit and Loss. The purpose of the Working Sheet is to ascertain 
the net profit before preparing the Balance Sheet and Statement of Profit and 
Loss. The Working Sheet is prepared from the Trial Balance taken at the end of 
the fiscal period and the entries for the inventories, accruals, and reserves. 

The Working Sheet and its use in connection with the work required at the 
close of a fiscal period are best explained by illustrations. The illustrations which 
follow consist of (a) the Trial Balance taken at the close of the fiscal period, (b) 
a list of inventories, accruals, and reserves, (c) the adjusting entries for these in 
journal form, (d) the Working Sheet, (e) the Balance Sheet, (f) the Statement of 
Profit and Loss, (g) the closing entries in two forms, (h) the post-closing entries, 
and (i) the post-closing Trial Balance. 

§ 328. Preparation of the Working Sheet. The Working Sheet is com- 
pleted by (a) copying the Trial Balance in the first two columns, (b) posting the 
adjusting entries from the journal to the adjustment columns on a line with the 
accounts affected, (c) extending the balances on the Trial Balance and the amounts 
in the adjustment columns into the asset, liability, cost, and income columns, and 
(d) proving the results. If all the merchandise purchased had been sold and there 
were no accruals or reserves, the Working Sheet would be prepared by extending 
the balances on the Trial Balance into the proper columns at the right; inven- 
tories, accruals and reserves affect the accounts on the Trial Balance according 
to their nature, and such items must be considered when extending the balances. 

§ 329. Copying the Trial Balance. The Working Sheet should be provided 
with a sufficient number of horizontal lines for all the accounts in the general ledger 
and additional lines for new accounts made necessary through posting the adjusting 
entries. After the Trial Balance has been copied in the first two columns at the 
left, the results should be audited and both columns added to detect errors in 
copying. 
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J. A. VHITKry Ic CO. 
TRIAL BAIAltCE. DECEMBER 31. 192 



1 


lEerohanta National Bank 


10496 


30 






2 


Petty Cash 


50 


00 






3 


Notes Reoeirable 


3338 


99 






4 


Notes RecelTable Disoounted 






350 


00 


6 


Aocounts HecelTable 


10997 


99 






6 


Reserre for Doubtful Aooounts Reeelrable 






112 


86 


7 


Subsoribers to Capital Stook 


750 


00 






8 


Cherry Street Property 


2250 


00 






9 


Office Equipment 


500 


00 






10 


Reserre for Depreoiation of Office Equip. 






27 


25 


11 


Store Fixtures 


350 


00 






12 


Reserve for Depreoiation of Store Fixtures 






17 


75 


13 


Delivery Equipment 


2018 


00 






14 


Reserve for Depreoiation of Delivery Equip. 






110 


72 


15 


Buil&ing 


3000 


00 






lo 


Reserve for Depreoiation of Building 






300 


00 


17 


Land 


1600 


00 






18 


Ooodwill 


5063 


43 






19 


Offioe Supplies 


246 


28 






£0 


Advertising l!aterial 


610 


05 






21 


Warehouse Material 


523 


16 






22 


Insurance 


219 


05 






23 


Notes Payable 






6014 


28 


24 


Accounts Payable , 






19953 


02 


25 


Capital Stock 






50000 


00 


26 


Unissued Capital Stock 


10000 


00 






27 


Subscriptions to Capital Stock 






1000 


00 


28 


Treasury Stock 


500 


00 






29 


Surplus 






6806 


86 


30 


Sales 






108961 


52 


31 


Sales Returns 


301 


21 






32 


Sales Allowances * 


120 


11 






33 


1922 Inventory 


14606 


05 






34 


Purchases 


85837 


52 






35 


Freight In 


5614 


03 






36 


Purchases Returns and Allowances 






169 


32 


37 


Branch Store 


10920 


79 


3373 


52 


36 


Selling Expense 


3887 


13 






39 


Salaries in Selling Department 


6667 


39 






40 


Advertising Expense 


3293 


56 






41 


Traveling Expense 


7480 


65 






42 


Warehouse Expense 


2393 


45 






43 


Be 11 very Expense 


2152 


40 






44 


Freight Out 


43 


85 






45 


Administrative Expense 


2143 


15 






46 


Building Expense 


1076 


00 






47 


Interest Earned 






86 


80 


48 


Purchases Discount 






568 


09 


49 


Cherry Street Property Revenue 






197 


50 


60 


Profit on Sale of Stock 






85 


00 


51 


Interest Cost 


138 


48 






52 


Sales Discount 


166 


47 








198154 


49 


198154 


49 













Illustration No. 126, Trial Balance at Close of Fiscal Period. 

EXPLANATION. This Trial Balance was prepared from the ledger of J. A. Whitney & 
Co., an incorporated concern, at the close of a business year. The account with Cherry St. Property 
shows the value of real estate purchased from a customer to eflFect the settlement of his account 
without legal proceedings; it is carried on the ledger of the corporation as an asset to be sold, and 
not as one to be used in the business. 
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LIST OF ADJUSTMENTS 



§ 330. Entries in the Adjustment Columns. The adjustment columns 
are provided because each inventory, accrual or reserve affects two accounts, one 
or both of which may be in the ledger. The journal entries for these inventories, 
accruals, and reserves are posted to the adjustment columns on the Working Sheet 
in the same manner as they will be posted to the accounts in the ledger after the 
net profit for the period has been ascertained through the Working Sheet. 

The posting of the entries in Illustration No. 128 to the adjustment columns 
of the Working Sheet in Illustration No. 129 can best be understood by comparing 
the two illustrations and tracing the posting. The first journal entry is to record 
the merchandise inventory at the close of the period. This is posted to the credit 
adjustment column on a line with Purchases, and to the debit adjustment column 
on a line with 1923 Inventory. (The year ''1923" is used to distinguish the new 
inventory from the old inventory which is designated as "1922.") The second 
entry is to record the branch store inventory, and is posted in the same manner 
except that the amounts are entered in the debit and credit adjustment columns on 
a line with the accounts affected. It will be observed that in both cases new 
accounts are necessary for the debit entries because the purpose of each entry is 
to record an asset which does not appear in the ledger. The other entries are 
posted in the same manner; the numbers at the left in Illustration No. 128 
indicate the lines on the Working Sheet on which the amounts are entered. 

When more than one entry affects the debit or credit of an account on the Trial Balance, it 
is necessary to interline the amounts in the adjustment columns as in the illustration. 

J-. A. WHITNEY & CO. 



INVENTORIES, ACCRUAIS AND RESERVES, DECEMBER 31. 192 



Merchandise InTontory, Deoember 31, 1923 
Branch Store Inventory. Deoember 31. 1923 
Acorxiala: 

Interest on notes and aocounts receivable 
December rent on Cherry Street property 
Interest on notes payable 
December rent on warehouse 
Branch Store payroll for five days 
Expenses of traveling salesman to the 3l3t 
Oarage service for December 
Taxes on Cherry Street property 
Deferred Charges to Operation: 
Offic.e supplies on hand 
Advertising material on hand 
Warehouse material on hand 
Insurance Unexpired: 
Total premiums paid 
Expirations: 

Office Equipment 4.05 

Store Fixtures 3.12 

Delivery Equipment 17.33 

Merchandise 60.36 

Building 24.38 

Cherry Street Property 18.56 
Reserves: 

Office Equipment. 3% 
store Fixtures. 3)( 
Delivery Equipment, 455 
Building, 6% 

Doubtful Accounts Receivable: 
One tenth of 1^ of Net Sales 



14 

27 

69 

150 

135 

87 

122 

67 

82 

119 

63 

219 



127 

15 

10 

80 

150 



93 
50 
45 
00 
42 
65 
50 
50 

65 
65 
75 

05 



80 

00 
50 
72 
00 



31261 
9127 



42 



632 



266 



78 
65 



43 



52 



05 



91 



256 
108 



25 



22 

56 



Illustration No. 127, Inventories, Accruals and Reserves. 

EXPLANATION. The value of the merchandise on hand at the main store and the value 
of the assets on hand at the branch store are each ascertained by a physical inventory. The amount 
of each accrual, deferred charge and reserve is ascertained by the bookkeeper from his records. 
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47 
49 
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42 

37 

41 

43 
8 

57 

ss 

59 
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62 



45 
40 

42 
19 

20 
21 



ADJUSTING ENTRIES 
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Illustration No. 128, Adjusting Entries (Continued). 
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EXTENSIONS ON WORKING SHEET 
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Illustration No. 128, Adjusting Entries (Concluded). 

EXPLANATION. These entries were prepared from the list of inventories, accruals and 
reserves in Illustration No. 127. The year is given in connection with the two inventories to dis- 
tinguish these from the 1922 inventories which are recorded in the ledger. The Cherry St. Property 
Revenue account is credited for the rent which has not yet been collected, because this account 
shows the income from the property; this account is debited with the accrued taxes because the 
cost of these taxes reduces the income from rent. The entries to record the deferred charges, which 
include materials in stock and unexpired insurance, transfer the cost of materials used and insurance 
expired to the proper operating accounts so that the balance of each account which is to show a 
deferred charge will be the value of the asset. 

§ 331. Extensions on the Working Sheet. Each account on the Trial 
Balance shows an asset, a liability, a cost or an income, hence the balance will 
be extended in one of the four columns at the right of the adjustment columns. 
A careful study of the extensions on the Working Sheet, Illustration No. 129, will 
show the method of arriving at the amount to be entered in the asset, liability, 
cost or income columns. It will be observed that each amount in the debit adjust- 
ment column is added to the debit side of the account it affects, and each amount 
in the credit column is added to the credit side of the account it affects. 

§ 332. Results of the Extensions. After all the adjusted balances have 
been extended into the four columns at the right, all the columns on the Working 
Sheet including the Trial Balance are added, and the totals entered in small pencil 
figures as in Illustration No. 129. The totals of the debit and credit columns on 
the Trial Balance will be equal because equal debits and credits have been recorded 
in the ledger, and a Trial Balance is a list of the open accounts in the ledger. The 
totals of the debit and credit adjustment columns will be equal because these two 

{Concluded on page 310) 
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Illustration No. 129, Working Sheet (Continued). 
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PURPOSE OF WORKING SHEET 
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Illustration No. 129, Working Sheet (Concluded). 

EXPLANATION. This Working Sheet was prepared from the Trial Balance, Illustration 
No. 126, and the adjusting entries, Illustration No. 128. The student should check each amount 
in the Adjustments columns with the journal entries in the illustration in the same manner as check- 
ing the posting from a book of original entry to the ledger. When this is completed, he should 
check the extensions in the Balance Sheet and Profit and Loss columns. Where two or more 
amounts are entered opposite the name of an account, the total of these amounts is used in making 
the extension. Pencil check marks should be placed at the right of each amount on the Working 
Sheet as the checking is completed, in order that the student may know that he has completed 
all the work required in connection with the preparation of the Working Sheet. The years 1922" 
and "1923" are used to distinguish between the old" and "new" inventories (§ 330). 



(Continued from page 308) 

columns are the result of posting journal entries in which debits and credits are 
equal. The totals of the asset and liability columns will not be equal unless the 
business has been operated without a profit or loss. The difference between the 
total of the asset column and the total of the liability column (with the capital 
accounts as liabilities) will be the net profit or net loss; if the assets are greater 
than the liabilities, the business has been operated at a profit, and if the liabilities 
are greater than the assets, the business has been operated at a loss. The totals 
of the cost and income columns will not be equal unless the business has been 
operated without a profit or a loss; if the total of the cost column is the greater, 
the business has been operated at a loss, and if the total of the income column 
IS the greater, it has been operated at a profit. The difference between the total 
of the asset column and the total of the liability column will be the same as the 
difference between the total of the cost column and the total of the income column 
because the net assets will have increased the same amount as the net profit, or 
the net assets will have decreased the same amount as the net loss. 

The purpose of the Working Sheet is to ascertain the net profit or net loss 
resulting from operating the business during a fiscal period; this purpose is ac- 
complished when the difference between the assets and liabilities is the same as 
the difference between the cost and income. When the results do not prove, it is 
necessary to audit the work to ascertain the error or errors. It is necessary for the 
one making the extensions to distinguish between an asset and a cost, and a lia- 
bility and an income, because an error resulting from a liability extended a^ an 
income, or a cost extended as an asset will not be detected through a comparison 
of the net profit shown by the difference between the assets and liabilities, and 
the difference between the cost and income. 
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STATEMENT OF PROFIT AND LOSS 



•Exhibit B 
J. A.. WHITNEY & CO. 
STATEMEMT OP PROFIT /IND LOSS FOR PERIOD EHDING DECEMBER 31. 192 



Retuma from Sales: 

Gross Sales 
Deduct Sales Returns 
" Sales Allowances 

Het returns from merchandise sold 

Cost of Merchandise Sold: 

19££ Inventory 
Add Purchases 
" Freight In 

Deduct Purchases Returns and Allowances 

Net cost of merchandise purchased 
Deduct 1923 Inventory 

Net cost of merchandise sold 

Gross Profit on Sales 

Branch Store: 

Net Profit per Schedule 6 

Gross Profit from Operations 



Operating Eirpenses: 

Selling Expenses: 
Selling Expense 

Salaries in Selling Department 
Advertising Expense 
Traveling Expense 
Warehouse Expense 
Delivery Expense 
Freight Out 
Loss on Doubtful Accounts Rec. 

Administrative Expenses: 
Administrative Expense 
Building Expense 

Total Operating Expenses 

Net Profit from Operations 

Other Income: 

Interest Earned 

Purchases Discount 

Cherry Street Property Revenue 

Profit on Sale of Stock 

Total Other Income 

Gross Income 

Deductions from Income: 

Interest Cost 
Sales Discount 

Total Deductions from Income 
Net Income Carried to Surplus 



14606.05 
86837.62 

6614.03 



3961.11 
6667.39 
3783.96 
7666.30 
3002.86 
2372.96 
43.86 
108.56 



2326.83 
1249.38 



301 
1£0 



106067 
169 



106888 
31261 



21 
11 
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3675 
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138 

86 
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166 
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32 
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78 
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21 
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47 
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V4626 



33933 



1444 



35378 



29984 



5394 



693 
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374 



5913 
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32 



20 
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19 



47 
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23 



40 
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Illustration No. 131, Statement of Profit and Loss for a Corporation. 

EXPLANATION. This Statement of Profit and Loss was prepared from the cost and in- 
come columns on the Working Sheet, Illustration No. 129. 
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CLOSING ENTRIES 

The closing entries are prepared from the Statement of Profit and Loss. The 
purpose is to close all cost and income accounts and to transfer the net profit or 
loss to the Surplus account. These entries may be made in one of two forms. 
With one form, the profit on sales is closed into the Profit and Loss account 
through the Sales account and with the other, the costs aflfecting the sales and 
the returns from sales are closed into one division of the Profit and Loss account 
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Illustration No. 132, Closing Entries with Profit on Sales Closed Through 

the Sales Account (Continued). 

These entries were prepared from the Statement of Profit and Loss in Illustration No. 131. 
The method of closing is the same as that explained in preceding chapters. The gross profit on 
sales is closed into the Profit and Loss account through the Sales account. When these entries are 
posted, the accounts which appear on the Statement of Profit and Loss will be in balance. 
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Illustration No. 132, Closing Entries with Profit on Sales Closed Through the 

Sales Account (Concluded). 

and the operating and non-operating costs and non-operating income are closed 
into another division of this account. Illustration No. 132, on pages 313 and 314 
shows the entries necessary to close all cost and income accounts through one 
division of the Profit and Loss account; these entries are the same as those dis- 
cussed in preceding chapters. Illustration No. 133 shows the Profit and Loss 
account resulting from posting these entries. Illustration No. 134 shows the 
necessary post-closing entries. Illustration No. 135, on pages 316 and 317, shows 
the form of entries when two divisions of the Profit and Loss account are to be 
used, and Illustration No. 136 shows the Profit and Loss account with the two 
divisions resulting from posting these entries. A comparison of the two methods 
will show that the final results are the same. However, the Profit and Loss account 
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with the two divisions shows information which cannot be obtained readily from 
the account when only one division is used. Thus if a comparison between sales 
and returned sales, sales allowances, purchases, or freight cost is desired, the 
information can be obtained from the Profit and Loss account with the two divi- 
sions without referring to the various ledger accounts. 
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Illustration No. 133, Profit and Loss Account. 

EXPLANATION. This account shows the Profit and Loss account after the entries in 
Illustration No. 132 have been posted. 
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Illustration No. 134, Post-closing Entries. 

EXPLANATION. The purpose of these entries is to close the 1923 Branch Store Inventory 
account and those accounts with accruals which will not be canceled by payment at an early date. 
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Illustration No. 135, Closing Entries Through Division of the Profit and 

Loss Account (Continued). 
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Illustration No. 135, Closing Entries Through Division of the Profit and 

Loss Account (Concluded). 

EXPLANATION. These entries were prepared from the Statement of Profit and Loss, 
Illustration No. 131; compare with Illustrations Nos. 132, 133 and 136. 
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Illustration No. 136, Profit and Loss Account. 

EXPLANATION. This illustration shows the Profit and Loss account after the entries 
affecting it in Illustration No. 135 have been posted. Compare with Illustration No. 133 which shows 
the same facts with the profit on sales closed through the Sales account. 
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J. A. WHITNEY & CO. 
POST-CLOSING TRIAL BAUNCE. DECEMBER. 31. 192 



1 
S 
3 
4 

5 
6 
56 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
58 
59 
60 
61 
62 
25 
26 
27 
28 
29 
53 
37 
47 
51 



Merchants National Bank 

Petty Cash 

Notes Heceiyable 

Notes Reoeivable Disoonnted 

Acoonnta Receivable 

Reserve for Doubtful Accounts Receivable 

Accrued Rent on Cherry Street Property 

Subscribers to Capital Stock 

Cherry Street Property 

Office Equipment 

Reserve for Depreciation of Office Equip. 

Store Fixtures 

Reserve for Depreciation of Store Fixtures 

Delivery Equipment 

Reserve for Depreciation of Delivery Equip 

Building 

Reserve for Depreciation of Building 

Land 

Goodwill 

Office Supplies 

Advertising Material 

Warehouse Material 

Insurance 

Notes Payable 

Accounts Payable 

Accrued Warehouse Rent 

Accrued Wapes — Branch Store 

Accrued Traveling Expense 

Accrued Garage Expense 

Accrued Taxes— Cherry Street Property 

Capital Stock * 

Unissued Capital Stock 

Subscriptions to Capital Stock 

Treasury Stock 

Surplus 

1923 Inventory 

Branch Store 

Interest Earned 

Interest Cost 



10496 

50 

3338 

10997 

27 

750 

2250 

500 

350 

2018 

3000 

1500 

5063 

82 

119 

63 

91 



lOCOO 

500 

31261 

9127 

14 



30 
00 
99 

99 

50 
00 
00 
00 

00 

00 

00 

00 
43 
65 
65 
75 
25 



91603 



00 

CO 

78 
65 
93 



87 



Illustration No. 137, Post-closing Trial Balance. 



350 
221 



42 
28 

191 
450 



6014 

19953 

lEO 

135 

87 

12E 

67 

500GO 

1000 

12720 



89 



00 
42 



25 
25 
44 

00 



91603 



28 
02 
00 
42 
65 
50 
50 
00 

00 

69 



45 



87 



f 



EXPLANATION. This Trial Balance is taken from the ledger after all closing and post- 
closing entries have been made and posted, to prove that the ledger is in balance. The amounts 
will be the same as the entries in the asset and liability columns on the Working Sheet, and also the 
accounts on the Balance Sheet. 



QUESTIONS ON THE WORKING SHEET 

1. When and why is the Working Sheet prepared? 

2. From what source is the information in the preparation of the Working 

Sheet obtained? 

3. How is the information in connection with the inventories, accruals, and 

reserves obtained? 

4. Why is the amount of each inventory, accrual and reserve entered in both 

the debit and credit adjustment columns on the Working Sheet? 

5. Why are the amounts in the credit adjustment column added to credit bal- 

ances on the Trial Balance? 

6. Why are entries in the debit adjustment column added to debit balances on 

the Trial Balance? 
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7. Why is it necessary for the one making the extensions on the Working Sheet 

to know whether an account on the Trial Balance shows an asset or a 
cost, a liability or an income? 

8. Why is the difference between the asset and liability columns the net profit 

or loss resulting from the operations of the business? 

9. Why is the difference between the cost and income columns the net profit 

or loss from the operations of the business during the year? 

10. Why is the difference between the asset and liability columns the same as 
the difference between the income and cost columns? 



QUESTIONS ON THE FINANCIAL REPORTS 

1. What is the purpose of the adjusting entries? 

2. Why are the adjusting entries made and posted before the Balance Sheet and 

Statement of Profit and Loss are prepared? 

3. Why does the difference between the assets and liabilities on the Balance 

Sheet show the proprietorship of the business? 

4. Can the Balance Sheet be prepared from the Balance Sheet columns on the 

Working Sheet without reference to the accounts in the ledger? 

5. Why is the difference between the income and operating cost shown on the 

Statement of Profit and Loss the net profit for the year? 

6. Can the Statement of Profit and Loss be prepared from the income and cost 

columns on the Working Sheet? 

7. What is the source of the information needed in making the journal entries 

to close the ledger? 

8. What is the result of posting the closing entries? 

9. What is the purpose of the post-closing entries? 

10. What is the purpose of the post-closing Trial Balance? 



Chapter XXXIII 

MANUFACTURING ACCOUNTS 

The Purpose of this Chapter is to explain the accounts needed to record 
transactions which occur in connection with the manufacturing of merchandise. 
The discussion does not relate to any particular method of cost accounting but to 
the fundamental accounts required when a business manufactures a part or all 
of the merchandise which it sells. 

§ 333. Manufacturing. The merchant buys the merchandise which he 
sells, hence can easily ascertain the cost price of the same through the invoices and 
freight bills. The manufacturer does not sell the merchandise which he buys in 
the same form in which he buys it, but in a changed form. Because of these changes, 
it is necessary for him to record facts in addition to those needed by the merchant. 

Where the operations of a manufacturing business are extensive, a cost ac- 
counting system is necessary in order to ascertain the cost of each unit or each 
article manufactured. Where the operations are limited to a small factory or 
department, the cost of manufacturing may be ascertained through three accounts: 
Materials, Labor, and Manufacturing Expense. 

Fixed assets other than those used in a mercantile business may be needed in connection with 
the manufacturing of merchandise, but the nature of the account with each fixed asset is the same 
as that with office equipment. It is quite evident that the insurance and depreciation on fixed 
assets purchased for use in the manufacturing department will increase the cost of manufacture and 
that this increase will be shown through the Manufacturing Expense account (§336); hence, no 
special discussion is necessary for the fixed asset accounts. 

MATERIALS ACCOUNT 

§ 334. The Purpose of this Account is to show the cost of the materials 
purchased for use in the manufacture of the goods that are to be produced by the 
factory. The nature of the manufacturing process and the product resulting 
therefrom, will determine the nature of the raw material purchased. A manu- 
facturer of safes might purchase the necessary castings from a foundry or he might 
purchase the iron ore and rnake the castings in his own foundry; a printer might 
buy the cases for the books which he manufactures or he might manufacture them 
on his own case-making machines. The Materials account shows a record of all 
costs of material purchased for use in the factory which will eventually become a 
part of the manufactured article. 

Debit the Materials Account: Credit the Materials Account: 

^ I. For the cost of material pur- 1[ 2. For any adjustments which re- 
chased, which includes the duce the cost of material, 
invoice and transportation purchased as shown by the 
cost. debit side. 

If 3. The Balance of the Materials Account at the close of the fiscal period 
shows the cost of material purchased during the period. It is shown on the State- 
ment of Profit and Loss (§ 340) as one of the costs of goods manufactured. 

If a separate record is kept of the material in the storeroom and the material in process of 
manufacture, it is necessary to maintain a Materials in Process account. This Materials in Process 
account is debited with the cost of material taken out of the storeroom and transferred to the factory, 
and the Materials account is credited for the same amount. At the close of the fiscal period the 
balance of the Materials in Process account is transferred to the Manufacturing account (§ 347). 
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LABOR ACCOUNT 

§ 335. The Purpose of this Account is to show the cost of direct labor 
in the manufacturing department. Labor is divided into two classes: (a) that 
performed by employees who are engaged in the manufacture of the product sold, 
usually referred to as "direct" labor; (b) that performed by employees whose 
work is not applied direct to the product manufactured, usually referred to as 
"indirect" labor. 

Debit the Labor Account: Credit the Labor Account: 

^ I. For the direct labor cost as ^2. For any adjustments which re- 

shown by the pay roll. duce the direct labor cost. 

H 3. , The Balance of the Labor Account at the close of the fiscal period shows 
the direct labor cost for the period. It is one of the costs of the goods manufactured 
and is shown as such on the Statement of Profit and Loss (§ 340). 

MANUFACTURING EXPENSE ACCOUNT 

§ 336. The Purpose of this Account is to show the cost of the various 
expenses incurred in the factory which can not be debited to the Materials or 
Labor accounts. These costs include factory expenses (rent, heat, light, etc.), 
indirect labor (superintendent's and foremen's salaries, wages of elevator operators, 
janitors, etc.), insurance and depreciation on fixed assets used in the manufacturing 
department, etc. The manufacturing expenses are so varied that it is sometimes 
advisable to group them in several classes and record transactions affecting 
each class in a separate account. 

Debit this Account: Credit this Account: 

If I. For all expenses in the factory ^ 2. For any adjustments which re- 

which are not applicable to duce the debit to this ac- 

materials or direct labor cost. count. 

If 3. The Balance of the Manufacturing Expense Account at the close of the 
fiscal period shows the manufacturing expenses for the period. This is one of the 
costs of the goods manufactured and is shown as such on the Statement of Profit 
and Loss (§ 340). 

§ 337. Method of Ascertaining Cost of Goods Manufactured and 
Sold. At the close of the first fiscal period, the cost of material purchased during 
the period is shown by the Materials account, labor cost by the Labor account, 
and manufacturing expense by the Manufacturing Expense account. The 
total of these three costs will equal the cost of goods manufactured during the 
year, except the goods which are in process of manufacture at the close of the 
fiscal period; it is not practical to finish all jobs which are in process of manu- 
facture at the close of the fiscal period. • 

To ascertain the cost of the goods manufactured, it is necessary to take an 
inventory of the goods which are in process of manufacture because this value 
must be deducted from the total cost of manufacturing for the period. The in- 
ventory of goods in process includes the cost of the material, labor, and manu- 
facturing expense applicable to these goods. The difference between the total 
cost of materials, labor, and manufacturing expense during the period, less the 
cost of these items in the goods in process, is the cost of the goods manufactured 
during the period (finished goods). 

The value of goods manufactured but not sold is ascertained by an inventory, 
and the amount deducted from the cost of all the goods manufactured to ascertain 
the cost of the goods sold, in the same manner as the merchandise inventory at 
the close of the period is deducted from the total purchases cost to ascertain the 
cost of goods sold in a trading business. 
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MANUFACTURING ACCOUNT 



is to show the combined materials, 
the cost of merchandise manufactured 
a summary account used in closing 
any transactions that occur during 

Credit the Manufacturing Account: 

3. For the inventory of goods in 
process at the close of the 
fiscal period. 



§ 338. The Purpose of this Account 

labor, and manufacturing expense applicable to 
in the factory during the fiscal period. It is 
the ledger and is not debited or credited with 
the period. 

Debit the Manufacturing Account: 

If I. For the inventory of goods in If 

process at the beginning of 

the fiscal period. 
If 2. For the balances of the Materials, 

Labor, and Manufacturing » 

Expense accounts. 

^ 4. The Balance of the Manufacturing Account shows the cost of goods 
manufactured during the fiscal period. It is a summary account used in closing the 
ledger and does not appear on the Statement of Profit and Loss. 

The unit cost of the articles manufactured may be ascertained by dividing the number of 
units manufactured into the total cost of manufacture. It is customary to make monthly tests of 
the unit cost, as the cost may vary during the year to such an extent that the profit on sales will 
be affected, unless the sale price is based on the chaneed cost price. The best method of ascertaining 
the unit cost of the articles manufactured is through a complete cost system; the method of ascer- 
taining the unit cost through such a system is thoroughly explained in the chapters relating to cost 
accounting. The purpose of the discussion of the accounts in connection with manufacturing at 
this time is to show the student a method which is practical, when the volume of goods manufactured 
does not justify the expense of an elaborate cost system. 



TRADING ACCOUNT 

§ 339. The Purpose of this Account is to show the gross profit on sales 
of merchandise. In a business which manufactures a part or all of the goods 
sold, this account will show the facts set forth by the Statement of Profit and Loss 
beginning with the balance of the Manufacturing account (cost of goods manu* 
factured) ; in a business which buys all the merchandise which it sells, it will show 
the facts beginning with the purchase of merchandise. The Manufacturing account 
and the Trading account are usually opened in the ledger as sections of the Profit 
and Loss account so that all the facts which appear on the Statement of Profit 
and Loss may be shown in one account. The Trading account is a summary ac- 
count used in closing the ledger and does not appear on the Statement of Profit 
and Loss. 

Debit the Trading Account: Credit the Trading Account: 



If I. For the balance of the Pur- 
chases or the Manufactur- 
ing account. 

If 2. For the balances of the Sales 
Returns and Sales Allowances 
accounts. 

^ 3. For the merchandise inventory 
or the inventory of finished 
goods at the beginning of 
the fiscal period. 

If 7. The Balance of the Trading Account shows the gross profit or loss on 
sales, and is transferred to the Profit and Loss account in the same manner as the 
Sales account is closed into the Profit and Loss account. If the Trading account 
is a section of the Profit and Loss account, the Profit and Loss account is ruled and 
the balance carried down, as in Illustration No. 136. 



If 4. For the balance of the Sales 
account. 

^ 5. For the balances of the Pur- 
chases Returns and Purchases 
Allowances accounts. 

If 6. For the merchandise inventory 
or the inventory of finished 
goods at the close of the fiscal 
period. 
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§ 340. The Manufacturing Process, as explained in connection with the 
Materials, Labor, and Manufacturing Expense accounts, is illustrated by the 
transactions and entries which follow: 

December 31, 1922, the Candy Kitchen had in stock manufactured candy, 
$1,645.87, candy in process of manufacture, $1,637.52, and materials in stock, 
$3f56o.42. During the year, purchases of sugar, flavoring, and other material used 
in manufacturing candy amounted to $11, 642.87; the labor cost, $5,261.40; and the 
manufacturing expense, $4,137.18. The sales of candy during the year amounted 
to $21,000.00. At the close of the year, December 31, 1923, the inventory of man- 
ufactured candy was $3,009.50, the inventory of candy in process, $1,542.91, and 
the inventory of materials, $4,859.77. 

One entry in journal form to record the materials cost, one to record the labor 
cost, and one to record the manufacturing cost, assuming that cash was paid, 
would appear as follows: 



Materials 

Cash 

Labor 

Cash 

Manufacturing Expense 

Cash 



11,642 


87 


11,642 


5»26i 


40 


5.261 


4.137 


18 


4»i37 



87 

40 
18 



The manufacturing section of the Statement of Profit and Loss prepared from 
the three accounts and the inventories at the beginning and close of the period, 
would appear as follows: 

CANDY KITCHEN 
Statement of Profit and Loss, December 31, 1923. 



Manufacturing Section 

Inventory of Materials, Dec. 31, 1922 

Add Materials purchased during period 



Total Materials Cost 

Deduct Inventory of Materials, Dec. 31, 1923. 

Materials Placed in Process during period. . . . 

Labor Placed in Process during period 

Mfg. Expense Placed in Process during period, 



Total Materials, Labor, and Mfg. Expense Placed in Process, 

Add: 

Inventory of Goods in Process, December 31, 1922 



Deduct: 

Inventory of Goods in Process, December 31, 1923 

Cost of Goods Manufactured 



3,560.42 
11,642.87 



15.203.29 
4.859.77 



10,343-52 
5.261.40 

4,137.18 



19,742 . 10 
1.637-52 



21,379.62 



1.542. 91 



19,836.71 



The trading section of the same Statement of Profit and Loss would appear as 
follows: 



Trading Section 

Sales 

Cost of Goods Sold : 

1^22 Inventory of Finished Goods 1,645 .87 

Cost of Goods Manufactured (per Mfg. Section) 19,836.71 



Less 1923 Inventory of Finished Goods. 
Net Cost of Goods Sold 



Gross Profit on Sales. 



21,482.58 
3,009 50 



21,000.00 



18,473.08 



2,526.92 
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The entry to close the 1922 inventory accounts with materials and materials 
in process and the balances of the Materials, Labor and Manufacturing Expense 
accounts into the Manufacturing account will appear in journal form as follows: 



Manufacturing 

1922 Inventory of Materials 

Materials 

Labor 

Manufacturing Expense 

1922 Inventory of Materials in Process 



26.239 


39 


3.560 
11,642 
5.261 
4.137 
1.637 



42 

87 

40 
18 
52 



The entry to place the 1923 inventories of materials and materials in process 
of manufacture in the ledger would appear in journal form as follows: 



1923 Inventory of Materials 

1923 Inventory of Materials in Process. 
Manufacturing 



4.859 
1,542 



77 
91 



6,402 



68 



The balance of the Manufacturing account, which shows the cost of the goods 
manufactured during the year, may he closed directly into the Profit and Loss ac- 
count or closed through the Trading account. The following entry applies to the 
latter method: 



Trading 

Manufacturing. 



19.836 



71 



19.836 



71 



The entry to close the 1922 Inventory of Finished Goods account into the 
Trading account will be as follows: 



Trading 

1922 Inventory of Finished Goods, 



1.645 



87 



1.645 



87 



The entries to close the Sales account into the Trading account and to place 
the 1923 Inventory of Finished Goods in the ledger may be combined as follows: 



Sales , 

1923 Inventory of Finished Goods, 
Trading , 



21,000 
3.009 



00 
50 



24.009 



50 



The balance of the Trading account, which shows the gross profit on sales, 
is closed into the Profit and Loss account by the following entry: 



Trading 

Profit and Loss. 



2,526 



92 



2,526 



92 



The operating and non-operating incomes and expenses would be closed into 
Profit and Loss as explained and illustrated in previous chapters. The balance 
of the Profit and Loss account, which shows the net income, is then closed into 
the Surplus account, and any appropriation for dividends or for any other special 
purpose is taken out of Surplus by an entry debiting Surplus and crediting the 
account which is to show the amount of the appropriation. 
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Exercise No. 104, Purchase of the Stock of One Corporation by Another. 

The Johnson Candy Co. is incorporated with a capital stock of $250,000.00 
(2,500 shares), all common, $200,000.00 of which is subscribed and paid for. October 
5 the stockholders of the Day Candy Company agree to sell their stock (par value, 
$100.00) to the Johnson Candy Company at $ck).oo per share, and to accept in 
payment an equal number of shares in the Johnson Candy Company, paying the 
Johnson Candy Company cash for the difference. A Balance Sheet prepared from 
the books of the Day Candy Company is as follows: 

DAY CANDY COMPANY 
Balance Sheet, October 10, 192. . 



Assets 
Current Assets: 

Caah 

Notes Receivable 

Accounts Receivable 15375 00 

Less Reserve for Bad Debts i68 . lo 

Inventories, October lo, 192 . . 

Boxed Candy in Stock 

Bulk Candy in Stock 

Raw Material in Stock 

Boxes in Stock 

Barrels, etc., in Stock 237 65 42971 65 

Fixed Assets: 

Land 

Plant and Equipment 24600 .00 

Less Reserve for Depreciation 6150 .00 

Delivery Equipment 2650 .00 

Less Reserve for Depreciation 530 .00 

Office Equipment 500 .00 

Less Reserve for Depreciation 50 00 dso 00 .^6020 00 

Deferred Charges to Operation: 

Factory Supplies on Hand 

Office Supplies on Hand 

Prepaid Insurance 

Total Assets and Deferred Charges 

Liabilities and Proprietorship 
Current Liabilities: 

Notes Payable 

Accounts Payable 6144 59 18144 59 

Fixed Liabilities: 

Mortgage Payable, 5% loooo 00 

Proprietorship: 

Capital Stock Issued and Outstanding 

Surplus 1602 62 .si6q2 62 

Total Liabilities and Proprietorship 



6000 


00 




2450 


00 




15206 


90 




4752 

304 X 

10933 

349 
237 


80 

25 

45 
60 

65 
00 


42971 


15000 


18450 


00 




2120 


00 




450 


00 

10 
06 
40 


36020 
845 


345 
104 

396 






798;^7 


12000 
6144 


00 
59 


18144 

lOOOO 






50000 
1692 


00 
62 


51692 




79837 







56 

2T 



The stockholders of the Day Candy Company and the number of shares held 
by each are as follows: 

Kenton Grocery Co., 250 shares; Benjamin A. Dawson, 30 shares; M. F. Carr, 10 shares; 
S. G. Boone, 35 shares; Judson Gilbert, 20 shares; D. X. Bloom, 15 shares; E. H. Baldridge, 50 
shares; H. T. Asbury, 25 shares; Robert Janson, 15 shares; H. A. DeCamp, 50 shares. 

October 10, the Johnson Candy Company issues a certificate of stock to each 
stockholder of the Day Candy Company for the number of shares of the Day 
Candy Company stock which he holds; cash is received from each for the difference 
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between $90.00 per share and $100.00 per share. Judson Gilbert, who holds twenty 
shares of the Day Candy Company stock, was not present at the meeting when 
the consolidation was effected and refused to exchange his stock. A compromise 
was effected by the Johnson Candy Company's paying him $1,850.00 on his sur- 
render of the certificate calling for twenty shares of the Day Candy Company 
stock. 

1. Make the entries to close the books of the Day Candy Company. 

2. Make the entries on the books of the Johnson Candy Company to record 
(a) the purchase of the stock of the Day Candy Company, and (b) the assets re- 
ceived from the Day Candy Company and the liabilities assumed. 

Exercise No. 104, Manufacturing. 

The following transactions were completed by the Roberts Clothing Company, 
manufacturers of men's clothing, during the month of July, 192. . : 
I. Purchased from the Globe Clothing Co., Chicago, cloth per invoice of May 28, 
$1,652.75. 

5. Paid for required machinery, $18.75. 

6. Payroll for the week, $1,627.75, $500.00 for superintendent and foremen, and 

the balance for employees. 

10. Purchased from the Maryland Manufacturing Company, City, cloth, buttons 
and thread per invoice of this date, $1,252.50. 

13. Payroll for the week, $1,765.30, $500.00 for superintendent and foremen, and 
the balance for employees. 

15. Paid freight on the clothing purchased from the Globe Clothing Co., $96.50. 

18. Paid for repairs on machinery, $36.75. 

20. Payroll for the week, $1,639,27, $500.00 for superintendent and foremen, and 
the balance for employees. 

24. Purchased from the Seaman Manufacturing Company, City, cloth and buttons 
per invoice of this date, $1,448.57. 

27. Payroll for the week, $1,601.07, $500.00 for superintendent and foremen, and 
the balance for employees. 

30. Sales to customers on account during the month, $8,562.50. Prepare a manu- 
facturing statement showing the cost of merchandise manufactured and 
sold. All goods manufactured have been sold to customers. The value 
of goods in process at the beginning of the month was $2,742.65, and at the 
close of the month, $3,117.65. 
Record these transactions in journal form, post to the accounts, make the 

adjusting entries for the goods in process, post, and prepare a manufacturing 

statement. 
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QUESTIONS 

Distinguish between a merchant and a manufacturer. 

What information in connection with purchases does a manufacturer need 

that the merchant does not need? 
Name some of the materials which a manufacturer of automobiles would 

need to buy. 
Name some of the finished products in connection with the manufacturing 

of automobiles which the manufacturer might buy. 
What is manufacturing expense? 

How does manufacturing expense differ from selling expense? 
What are the three principal costs which enter into the manufacture of 

merchandise? 
Would the manufacturer have a Sales account in his ledger? a Purchases 

account? 
What facts does the Manufacturing account show? the Trading account? 
When are the Manufacturing and Trading accounts opened? closed? How? 



Chapter XXXIV 

COMPARATIVE REPORTS 

The Purpose of this Chapter is to explain and illustrate the Comparative 
Balance Sheet and the Comparative Statement of Profit and Loss. When properly 
analyzed, much valuable information can be obtained from reports which show 
the condition of the business at the conclusion of two or more consecutive fiscal 
periods. These reports will be of assistance to the management in planning future 
operations of the business. 

§ 341. A Comparative Balance Sheet shows the assets, liabilities, and 
proprietorship for two or more consecutive fiscal periods. The information on the 
report is arranged in the same manner as the Balance Sheet prepared at the con- 
clusion of a fiscal period, except that two or more columns are provided for showing 
the amounts involved. Illustration No. 138 shows a Comparative Balance Sheet 
prepared from the asset, liability, and proprietorship accounts of the American 
Mercantile Co., a corporation, at the conclusion of the fiscal periods ending Decem- 
ber 31, 1921, and December 31, 1922. 

§ 342. Analysis of a Comparative Balance Sheet. An analysis of 
Illustration No. 138 shows the following facts: The cash balance has decreased, 
and the notes receivable and accounts receivable have increased. While the total 
current assets have increased, yet the decrease in the cash balance and increase in 
accounts receivable indicate that collections for 1922 have not been so good as for 1921. 
The fixed assets show an increase because of the additional investment in land. 
The total current liabilities have increased $5,000.00 due to an increase in the 
accounts payable and notes payable to creditors. The increase in proprietorship 
is shown by the increase in the Surplus account. Much valuable information 
can be gained from a Comparative Balance Sheet both by the owner of the busi- 
ness and those outside of the business who are interested in it. 

§ 343. A Comparative Statement of Profit and Loss shows the income 
and cost resulting from the operations of a business for two or more consecutive 
periods. The information is arranged in the same manner as on the Statement 
of Profit and Loss at the conclusion of a fiscal period except two or more columns 
are provided for the amounts involved. Illustration No. 139 shows a Comparative 
Statement of Profit and Loss prepared from the cost and income accounts on the 
ledger of the American Mercantile Co. for the fiscal periods ending December 31, 
1 92 1, and December 31, 1922. 

§ 344. Analysis of a Comparative Statement of Profit and Loss. 

An analysis of Illustration No. 139 shows the following: The sales in 1922 show 
an increase of more than $34,000.00, the cost of merchandise an increase of more 
than $20,000.00, and the cost of operating the business an increase of more than 
$10,000.00. This indicates that a greater profit has been made on the volume of 

{Concluded on page J2q) 
327 



328 



COMPARATIVE REPORTS 



THE AMERICAN MERCANTILE COMPANY 
Comparative Balance Sheet for Two Years Ending December 31, 1922 



Assets 


Dec. 31, 192 1 


Dec. 31 


:, 1922 


Increase 

or 
Decrease 


Current Assets: 
Cash 

Notes Receivable 
Accounts Receivable 
Less Reserve for D'btful Accts 


4000.00 
40.00 


44573.20 
1650.00 

3960.00 

14079.60 
19.40 


7000.00 
110.00 


38706 . 10 
4300.00 

6890.00 

18990.40 
85.00 


5867.10 
2650.00 

2930.00 


Merchandise Inventory 
Accrued Interest Elarned 


1250.00 
62.50 


1250.00 
125.00 


4910.80 
65.60 


Total Current Assets 


64282.20 


68971.50 


4689.30 


Kixed Assets: 
Office Equipment 

Less Reserve for Depreciation 


1187.50 

1850.00 

4050.00 

9750.00 
5000.00 


1125.00 

1700.00 

3600.00 

9500.00 
15000.00 


62 .so 


Store Fixtures 

Less Reserve for Depreciation 


2000.00 
150.00 


2000.00 
300.00 


I SO. 00 


Delivery Equipment 
Less Reserve for Depreciation 


4500.00 
450.00 


4500.00 
900.00 


450^00 


Building 
Less Reserve for Depreciation 


10000.00 
250.00 


10000.00 
500.00 


2 so. 00 


Land 




• 


10000.00 


Total Fixed Assets 
Goodwill 


21837.50 
15000. oc 


30925.00 
15000.00 


9087.50 


Total Assets 
Deferred Charges per Schedule 


101119.70 
454.3c 


114896.50 
1314.50 


13776.80 
860.20 


Total Assets and Deferred Charges 


101574.OC 


116211.00 


14637.00 


Liabilities and Proprietorship 

Current Liabilities: 
Notes Payable — Bank 
Notes Payable — Creditors 
Accounts Payable 
Accrued Wages 
Accrued Interest Cost 


5000.00 

2000.00 

38000.00 

495-00 

155.00 


45650.00 
55924 oc 


2500.0c 

47600.00 

568.0c 

54.00 


50722.0c 
65489.00 


$000.00 

500.00 

9600.00 

73.00 

loi .00 


Total Current Liabilities 
Proprietorship: 
Capital Stock 
Surplus 


50000.00 
5924.00 


50000.0c 
15489.00 


5072.00 

9565.00 


Total Proprietorship 


• 




9565.00 


Total Liabilities and Proprietorship 


101574 00 


116211 .00 


14637 00 



Illustration No. 138, Comparative Balance Sheet. 



EXPLANATION. The names of the accounts and the figures in the first two amount columns 
are applicable to the Balance Sheet for 192 1, and the names of the accounts and the figures in the 
second two amount columns, to the Balance Sheet for 1922, The increase or decrease is shown in 
the last column at the right, decreases being printed in italic. If desired, an additional column 
may be provided at the right in which to record the percentage of increase or decrease as explained 
in S 349 and Illustration No. 145. 
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THE AMERICAN MERCANTILE COMPANY 
ComparatiTe Statement of Profit and Low for Two Years Ending December 31, 1923 





Dec. 31, 1921 


Dec. 31, 1922 


Increase 

or 
Decrease 


Returns from Sales: 
Gross Sales 
Less Sales Returns and Allowances 


16910.80 
63981 .30 
10663.50 


110000.00 
3600.00 


14079.60 
89246.40 
14874.40 


145000.00 
4000.00 


35000.00 
400.00 


Net Returns from Sales 
Cost of Goods Sold: 
Inventory at beginning of year 
Purchases 
Freight and Drayage In 


106400.00 
77476.00 


141000.00 
99210.00 


34600.00 

2831.20 

25265.10 

4210.90 


Total Purchases Cost 

Less Inventory at end of year 


91555-60 
14079.60 


118200.40 
18990.40 


26644.80 
4910.80 


Net Cost of Goods Sold 


3850.00 
7700.00 
4400.00 
6600.00 


6525.00 

13050.00 

8700.00 

4350.00 


21734.00 


Gross Profit on Sales 
Operating Expenses: 
Buying Expense 
Selling Expense 
Delivery Expense 
Administrative Expense 


28924.00 
22550.00 


41790:00 
32625.00 


12866.00 

2675.00 
5350.00 
4300.00 

22 $0.00 


Total Operating Expenses 


250. op 
500.00 


650.00 
850.00 


10075.00 


Net Profit from Operation 
Other Income: 
Interest Earned 
Purchases Discount 


6374.00 
750.00 


9165.00 
1500.00 


2791 .00 

400.00 
350.00 


Total Other Income 


500.00 
700.00 


100.00 
1000.00 


750.00 


Gross Income 
Deductions from Income: 
Interest Cost 
Sales Discount 


7124.00 
1200.00 


10665.00 
1100.00 


3541.00 

400.00 
300.00 


Total Deductions from Income 






100.00 


Net Income Carried to Surplus 


5924 00 


QS65 00 


3641.00 



Illustration No. 139, Comparative Statement of Profit and Loss 

EXPLANATION. The names of the accounts and the figures in the first two amount columns 
are applicable to the Statement of Profit and Loss for 192 1, and the names of the accounts and the 
figures in the second two amount columns, to the Statement of Profit and Loss for 1922. The in- 
crease or decrease is shown in the last column at the ri^ht, decreases being printed in italic. If 
desired, an additional column may be provided at the nght in which to record the percentage of 
increase or decrease as explained in S 349 sind Illustration No. 145. 

{Continued from page 327) 

sales because the increase in the costs is not so great as the increase in the income. 
The purchases during 1922 show an increase of more than $25,000.00, but this is 
to be expected on account of the increase in sales. The inventory at the close of 
1922 shows an increase over that at the close of 192 1, but this is to be expected 
because of the increase in purchases. The net profit on sales shows an increase 
of more than $12,000.00. The operating income for 1922 shows an increase of 
almost $3,000.00 and the non-operating income an increase of $750.00. The 
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operating expense for 1922 shows an increase of more than $10,000.00, but the 
non-operating expense shows a decrease of $100.00. The net profit for 1922 shows 
an increase of more than $3,500.00, but this is not in proportion to the increase 
in sales, hence indicates that the operating cost has increased out of proportion 
to the increase in sales. 

§ 345. A Graph or graphical chart is a pictorial presentation of comparative 
facts. There are three forms of graphs in general use, (a) the bar graph, (b) the 
curved graph, and (c) the circular graph. Each of these forms may be used in 
presenting facts shown on the reports prepared from bookkeeping records. The 
facts usually set forth in graphic form are (a) comparison of sales for two or more 
periods, (b) comparison of selling expense for two or more periods, (c) comparison 
{Concluded on page 331) 



Illustration No. 140, Horizontal Bar Graph. 



Illustration No. 141, Vertical Bar Graph. 

s graph are given in ihe second paragraph of 
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of sales and selling expense for one or more periods, (d) comparison of purchases 
with purchases expense for one or more periods, (e) comparison of purchases with 
sales for one or more periods, (Q comparison of current assets for two or more 
periods, (g) comparison of fixed assets for two or more periods, and (h) comparison 
of current liabilities for two or more periods; any other facts shown on the reports 
submitted by the bookkeeper to the manager of a business can be presented in 
pictorial form. 

§ 346. A Bar Graph is used to compare totals for two or more periods. 
Thus, if it is desired to show in pictorial form by a bar graph the sales for the two 
years in the comparative Statement of Profit and Loss in Illustration No. 139, 
the bars would be arranged as in Illustration No. 140. 

If the comparison of sales is for six periods, the sales for the first year being 
$50,000.00, for the second, $60,000.00, for the third, $80,000.00, for the fourth, 
$65,000.00, for the fifth, $75,000.00, and for the sixth, $85,000.00, the facts pre- 
sented in bar graph form would appear as in Illustration No. 14I. 

If desired, the bars in the bar graph may be made to show a comparison of 
more than one group of figures. Thus, if it is desired to show net sales, cost of sales, 
selling expense and administrative expense on the same bar graph for the two 
periods in Illustration No. 139, the graph would appear as in Illustration No. 142. 



Illustration No. 142, Vertical Bar Graph. 

EXPLANATION. The first four bars show the sales, cost of sales, selling expense (including 
delivery expense), and administrative expense tor 1921, and the second four bars the same facts 
for ic)33 (llliiBlr<ition No. 139). Each bar is divided into ten units of |io,ooo.oo each, and each 
unit IS subdivided into $i,ooo.oo units. For convenience, it is customary to base the comparison 
on even hundreds or thousands of dollars. 
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§ 347. A Curved Graph is used to present a comparison of figures over a 
number of periods. Assuming that the monthly sales and selling expense for 
the years 1921 and 1922 are as shown at the top of page 333, a curved graph setting 
forth the facts would appear as in Illustration No. 143. 
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Illustration No. 143, Curved Graph. 

EXPLANATION. The curves at the top show a comparison of sales (or the two years, 
and the curves at the bottom show a comparison of the selling expense (or the two years. The 
figures used are giv'cn at the top o( page 333. The graph is divided into fifteen units, o( |i,ooo.do 
each, each unit being subdivided into five units o( {200.00 each. 



CIRCULAR GRAPH 





Sales 


Selling Expense 




1921 


192a 


1931 


1933 


January 


1 9,000. DO 
7,400.00 
11,000.00 

9,000.00 
10,000.00 
8.000.00 
9,000.00 
10,000. 00 
8,000.00 . 
9,000.00 
8,000.00 
8,000.00 


S 1 0,000.00 
11,000.00 
13,000,00 

13,000.00 

10,000.00 

12,000.00 
11,000.00 

13,000.00 
13,000.00 
14,000.00 
13,400.00 
13,000.00 


t 1,000.00 
500.00 

3.000.00 
1,500.00 
1,000.00 
3,500.00 

3,000.00 
1 ,400.00 
900.00 
1 ,400.00 
1.700.00 
3.600.00 


1:3,000.00 
3,500.00 
2400.00 


March 


\^: ::::::: ::../.::: 


2,600.00 


July 

August 


1,700.00 
3.200.00 
3,200.00 
3400.00 
3,400.00 




November 







§ 348. A Circular Graph is used to present figures where a comparison is 
based on $1.00 or 100%. Thus, when a merchant receives $1.00 for merchandise 
sold, he knows that this dollar must cover the cost of the merchandise, the selling 
cost, the administrative cost, and his profit, and that each cost and return is a certain 
per cent of the total sales. The facts relative to sales, cost of sales, cost of buying, 
cost of selling, cost of delivering, cost of administration, and profit for the two 
fiscal periods in Illustration No. 139, when presented in circular graph form, will 
appear as in the illustration below. 



1921 



l92tt 



Costs and Profit ia EacK One Dollar SslIg 

Illustration No. 144, Circular Graph. 



have been paid ar ._,.._ , ,_, 

management in fixing the selling price of merchandise for the year 1923. The figure* were obtained 
from the comparative Statement of Profit and Loss. Illustration No. 139; the same facts for 1932 
exprewed as percentages are shown in the Statement of Profit and Loss, Illustration No. 145. 
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PERCENTAGES 



§ 349. Percentages are used to present a comparison of figures and are 
sometimes even more comprehensive than the graphs or the figures themselves. 
All bookkeeping facts presented in percentage form should be based on net sales. 
One reason for this is that each dollar received represents certain costs and 
profit, hence the same base should be used for calculating the percentage of each. 
There are many other reasons, but since these are given in connection with the 
study of percentage, it is not deemed necessary to repeat them here. 

When percentages are used to emphasize facts on a Balance Sheet or State- 
ment of Profit and Loss, they are usually shown in a separate column on the re- 
ports. Illustration No. 145 shows the 1922 Statement of Profit and Loss in the 
Comparative Statement, Illustration No. 139, with the percentages based on net 
sales entered in the column provided for them. 



THE AMERICAN MERCANTILE COMPANY 
Statement of Profit and Loss for Year Ending December 31, 1922 



Returns from Sales: 

Gross Sales 

Less Sales Returns and Allowances 

Net Returns from Sales 

Cost of Goods Sold: 

Inventory, January i, 1922 

Purchases 

Freight and Drayage In 



Total Purchases Cost 

Less Inventory, December 31, 1922 

Net Cost of Goods Sold 



Gross Profit on Sales 
Operating Expenses: 

Buying Expense 

Selling Expense 

Delivery Expense 

Administrative Expense. . 



Total Operating Expenses 



Net Profit from Operations 
Other Income: 

Interest Earned 

Purchases Discount 



Total Other Income 



Gross Income 

Deductions from Income: 

Interest Cost 

Sales Discount 



Total Deductions from Income 



Net Income Carried to Surplus 







%of 
Net Sales 




145000.00 
4000.00 


103 
3 




141000.00 


100 


14079.60 
89246.40 

14874.40 




10 

63 
10 


118200.40 
18990.40 




83 
13 




99210.00 


70 




41790.00 


30 


6525.00 
13050.00 

8700.00 

4350.00 




5 

9 
6 

3 




32625.00 


23 




9165.00 


7 


650.00 
850.00 


1500.00 


0.4 
0.6 




I 




10665.00 


8 


100.00 




0. 1 


1000.00 


1100.00 


0.7 




0.8 




9565 00 


7 



Illustration No. 145, Statement of Profit and Loss with Percentages. 

EXPLANATION. Net sales are taken as a base and $100.00 units used in the calculations. 
A comparison of these percentages with the circular graph in Illustration No. 144 will help the 
student to understand the {percentages better. It will be observed that each $1.00 sale consists 
of 100 units, a certain number of these units being applicable to the various costs and the profit. 



EXERCISE 335 

Exercise No. 105, Comparative Reports, Graphs and Percentages. 

The Trial Balance of the American Mercantile Company, taken at the close 
of the fiscal period, December 31, 1923, shows the following account balances: 
Cash, Dr., $29,819.10; Notes Receivable, Dr., $3,800.00; Accounts Receivable, 
Dr., $36,800.00; Reserve for Doubtful Accounts Receivable, Cr., $110.00; Office 
Equipment, Dr., $1,750.00; Reserve for Depreciation of Office Equipment, Cr., 
$125.00; Store Fixtures, Dr., $4,000.00; Reserve for Depreciation of Store Fixtures, 
Cr., $300.00; Delivery Equipment, Dr., $4,500.00; Reserve for Depreciation of 
Delivery Equipment, Cr., $900.00; Buildings, Dr., $25,000.00; Reserve for De- 
preciation of Buildings, Cr., $500.00; Land, Dr., $15,000.00; Goodwill, Dr., 
$15,000.00; Notes Payable — Bank, Cr., $5,000.00; Notes Payable — Creditors, 
Cr., $1,500.00; Accounts Payable, Cr., $54,650.00; Mortgage Payable, Cr., 
$10,000.00; Capital Stock, Cr., $50,000.00; Surplus, Cr., $15,489.00; Sales, Cr., 
$207,000.00; Sales Returns and Allowances, Dr., $3,500.00; 1922 Inventory, Dr., 
$18,990.40; Purchases, Dr., $140,000.00; Freight and Drayage In, Dr., $13,000.00; 
Buying Expense, Dr., $5,000.00; Selling Expense, Dr., $15,864.50; Delivery Ex- 
pense, Dr., $9,100.00; Administrative Expense, Dr., $4,350.00; Interest Earned, 
Cr., $750.00; Purchases Discount, Cr., ^1,000.00; Interest Cost, Dr., $600.00; 
Sales Discount, Dr., $1,150,00; Donations, Dr., $100.00. 

The following adjustments are to be made: 

(a) Merchandise Inventory, December 31, 1923, $15,754.90. 

(b) Interest accrued on notes receivable, $70.00. 

(c) Interest accrued on notes payable, $i6o.oo. Unpaid wages: Buying Ex- 

pense, $125.00; Selling Expense, $375.00; Delivery Expense, $75.00; 
Administrative Expense, $200.00. 

(d) Office supplies on hand, $125.00; advertising supplies on hand, $300.00. 

(Debit one account with Deferred Charges to Operation, and credit the 
expense accounts for these inventories.) 

(e) Reserves: Office Equipment, 5%; Store Fixtures, 7H%; Delivery 

Equipment, 10%; Buildings, 2j^%; Doubtful Accounts Receivable, 
one half of 1% of Accounts Receivable. 
The student is required to prepare the following: 

1. Adjusting entries for the inventories, accruals, and reserves. 

2. A Working Sheet under date of December 31, 1923. 

3. A comparative Balance Sheet and a comparative Statement of Profit and 
Loss for 1922 and 1923. The necessary facts are shown on the Working Sheet and 
the 1922 reports in Illustrations Nos. 138 and 139. 

4. Journal entries to close the ledger, December 31, 1923. 

5. Post-closing entries under date of January i, 1924. 

6. A bar graph, similar in form to Illustration No. 142, showing a com- 
parison of net sales and selling expense for the years 1922 and 1923. 

7. A Statement of Profit and Loss showing the percentages based on net 
sales as 100%; drop fractional parts of $100.00, using even hundreds of dollars, 
in calculating the percentages. 

8. A circular graph, similar in form to Illustration No. 144, showing the 
proportinate pait of a dollar applicable to the cost of the merchandise sold and 
the various operating expenses; the Statement of Profit and Loss required in 
No. 7 may be used as a basis in preparing this graph. 

QUESTIONS ON ILLUSTRATIONS NOS. 138 AND 139. 

1. What is the increase in sales for 1922? 

2. What is the increase in the selling expense for 1922? 

3. Is the increase in sales in proportion to the increase in the selling expense? 

4. What is the increase in cost of sales for 1922? 
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5. (a) Can you assign a reason for the decrease in administrative expense? (b) 

For the increase in delivery expense? 

6. Is the increase in current assets in proportion to the increase in sales? 

7. Is the increase in current liabilities in proportion to the increase in purchases? 

8. Is the increase in proprietorship the same as the increase in net income? 

9. If a part of the income had been withdrawn in cash, what effect would this 

have on the current liabilities and proprietorship? 
10. If you owned ten shares of stock in the American Mercantile Co., for which 
you had paid par, would you regard this as a good investment based on 
the facts shown by the two reports? 

QUESTIONS ON GRAPHS 

1. Which form of graph would be more satisfactory for setting forth in pictorial 

form a comparison of sales for three consecutive years? 

2. Explain the connection between the circular graph and the percentages. 

3. Why are net sales used as a base for ascertaining the percentage of the costs 

to the sales? 

4. Would the percentage of buying expense be based on total purchases or the 

net purchases or net sales? Give reason for answer. 

5. Why is buying expense not included with the purchase cost of merchandise? 

6. What effect would it have on the percentage if the cost of merchandise sold 

is used as a basis? 

7. Could a comparison of sales, cost of sales, cost of selling, and administrative 

cost be shown on one bar graph? Explain. 

8. When comparing percentages for two or more periods, would all the per- 

centages be based on the sales for one period, or the sales for each period? 
Explain. 

9. Of what advantage to the owner of the business is a circular graph showing 

the various costs which enter into each dollar of sales he receives? 
10. Of what advantage to the owner of a business is a curved graph setting forth 
a comparison of the sales by months during two or more years? 



Chapter XXXV 

CORPORATION PROBLEMS 

The Purpose of this Chapter is to give the student an opportunity to apply 
the principles discussed in the preceding chapters through the recording of trans- 
actions affecting the organization, operations, and dissolution of corporations. 
If the student understands the principles governing corporation accounting, he 
will have no trouble in making the required entries to open the corporation books, 
to close a set of corporation books, or to record those transactions affecting the 
proprietorship of the corporation. 

Exercise No. 106, Opening Entries. 

May I, 1923, a charter was granted to C. W. Addison, J. B. Chaney, E. O. 
Dana, L. B. Simrall, and E. D. Townsend for the purpose of operating a canning 
factory. C. W. Addison and J. B. Chaney own land, buildings, and machinery 
which have been used for this purpose in the past, but the operations have been 
discontinued. The charter granted provides for a capital stock of $100,000.00, 
half of which is common and half preferred, par value $100.00 per share. 

C. W. Addison and J. B. Chaney each subscribe for one hundred shares of 
common and one hundred shares of .preferred stock with the understanding that 
one half of the subscription of each is to be paid by the corporation's accepting the 
land, buildings, and machinery owned by them; each is to pay cash for the other 
half of his subscription. E. O. Dana, L. B. Simrall, and E. D. Townsend each 
subscribe for fifty shares of common stock, one half of which is to be paid for in 
cash and the balance in two equal installments payable in 90 and 120 days. 

J. W. Wolfe subscribes for one hundred shares of preferred stock with the 
privilege of deducting a discount of three per cent for cash. D, V. Beatty sub- 
scribes for twenty-five shares of common and seventy-five shares of preferred 
stock; he is to pay cash for the common and the corporation is to accept machinery 
valued at $3,500.00 and his note for $4,000.00 in payment for the preferred. E. 
Mannix and J. R. Armleder each subscribe for twenty-five shares of preferred 
stock to be paid for in cash. H. Pearson, W. L. Garber, and K. Ferger each sub- 
scribe for ten shares of preferred and fifteen shares of common stock, agreeing to 
pay cash for the preferred and cash for one third of the common, balance of the 
common to be paid for in two equal installments payable in sixty and ninety days. 

1. Prepare in journal form the entries required to record the authorized 
capital stock and the subscriptions. 

2. Make in journal form the entries necessary to record the cash and other 
property received in payment for stock as per agreement at the time the corpora- 
tion was organized, assuming that stock was issued when fully paid. 

3. Prepare in journal form the entries when the deferred payments are made, 
it being assumed that D. V. Beatty pays one-half of his note and interest at ma- 
turity and renews the other half with an interest-bearing note due in ninety days. 

Exercise No. 107, Entry for Stoclc Sold. 

W. G. Darling subscribed for ten shares of the capital stock of the Boyd Manu- 
facturing Co- at $100.00 per share. He paid cash $250.00 and gave his sixty-day 
note for the balance, attaching the certificate of stock as collateral security. He 
died before paying the note. His estate was insolvent and the corporation settled 
with the administrator by refunding one-half the amount Mr. Darling had paid. 

Prepare in journal form (a) the entry when the stock was sold to Mr. Darling, 
and (b) the entry when settlement was made with the administrator. 
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Exercise No. 108, Opening Entries. 

F. L. Burke, R. S. Cooke, and C. B. Summers, partners in a mercantile busi- 
ness, wish to incorporate at the close of business June 30, 192. . The Balance 
Sheet prepared from their books at that time shows the following facts: 



BURKE, COOKE & SUMMERS 
Balance Sheet, June 30, 192.. 



A ssets 
Current Assets: 

Cash 

Notes Receivable 

Accounts Receivable 12,014 00 

Less Reserve for Bad Debts 248 .60 

Accrued Interest Earned 

Merchandise Inventory, June 30 

Fixed Assets: *PfcM 

Office Equipment 350.00 

Less Reserve for Depreciation 52 . 50 

Store Fixtures 400 .00 

Less Reserve for Depreciation ^... 16. 00 

Delivery Equipment 4,100 .00 

Less Reserve for Depreciation 480.00 

Deferred Charges to Operation: 

Office Supplies on hand 

Prepaid Insurance 

Total Assets and Deferred Charges 

"^ ■■■ Liabilities and Proprietorship 

Current Liabilities: 

Notes Payable 

Accounts Payable 

Accrued Interest Cost 

Proprietorship: 

F. L. Burke, Capital 

R. S. Cooke, Capital 

C. B. Summers, Capital 

Total Liabilities and Proprietorship 



6,011 


70 


1,000 


00 


1 1 765 


40 


9 


50 


2.500 


00 


297 


50 


384 


00 


3,620 


00 
50 


62 


46 


40 


500 


00 


1.327 


60 


15 


00 
15 


8,037 


7.956 


75 


7,860 


50 


• 



21,286 



4.301 



108 



25,697 



1,842 



23.854 



25.697 



60 



50 



90 



00 



60 



40 



00 



The three partners sign application for a charter of incorporation with a 
capital stock of $50,000.00, consisting of one thousand shares at $50.00 a share. 
F. L. Burke subscribes for 250 shares; R. S. Cooke, 200 shares; C. B. Summers, 
200 shares; R. H. Porter, 100 shares; J. G. Winkler, 50 shares; W. G. Brownfield] 
50 shares; J. C. Walters, 50 shares; the remaining 100 shares will be sold later. 

Each partner is to receive 180 shares for his interest in the business and pays 
cash for the balance of his subscription. The corporation accepts from R. H. 
Porter two trucks which he has been using in a similar business operated by him- 
self, valued at $4,000.00; he pays cash for the balance of his subscription. All 
other subscribers pay cash for their subscriptions. 

The difference between the par value of the stock accepted by the partners 
in payment for their interest in the business and the proprietorship of the three 
partners, is to be regarded as goodwill. 

Prepare in journal form the entries (a) to close the partnership books, and 
(b) to open the corporation books. 
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Exercise No. 109, Transactions with a Delinquent Subscriber. 

Record the following transactions in journal form: 
May 5. C. W. Green subscribed for fifteen shares of Peoples Telephone Co. 

stock at $50.00 per share, payable within ten days. 
9. Received from C. W. Green $100.00 on account of stock subscription. 
25. Brought suit against C. W. Green for $650.00, balance due on stock 
subscription. 
June 5. Court rendered a judgment against C. W. Green for $687.96, covering 

the amount of his indebtedness, $650.00, court costs, $26.40, and 
interest on his account, $11.56. Gave the court a check for $26.40 
in payment for costs. 

20. Received from the court a check for $687.96, amount of the judgment 

rendered against C. W. Green. 
Issued fifteen shares of stock to C. W. Green. 

21. Gave A. Y. Burris, attorney, a check for $33.08, five per cent collection 

fee for collecting the account against C. W. Green. 

Exercise No. 110, Donated Stock. 

January i, 1923, the Mercantile Trading Company, a corporation with a 
capital stock of $500,000.00, of which $250,000.00 is common and $250,000.00 
preferred, finds that it can not pay maturing obligations and that it will be necessary 
to make an assignment unless cash can be secured. All the common and preferred 
stock has been sold, hence additional capital can not be secured through, the sale 
of stock without the legal formalities of having the capital stock increased, which 
would require more time than is available. A meeting of the stockholders is called 
to decide the future policy of the corporation. At this meeting it is agreed that 
each stockholder will donate to the corporation approximately one fifth of the 
common stock which he owns; this stock is to be sold for cash. It is decided that 
it will be better for the stockholders to sacrifice a part of their holdings in order 
to tide the business over its present financial embarrassment than to take the 
chance of losing more heavily through the creditors asking for a receiver to take 
charge of the affairs of the business. 

Jan. 5. $50,000.00 of the common stock was received from the stockholders as 

per agreement of the ist; this stock was donated to the corporation. 

6. Transferred $10,000.00 of this common stock to the First National Bank 

to apply as part payment on a note for $10,000.00 due today; the 
bank accepts the stock at .90. 

7. Received $26,500.00 cash in payment for 300 shares (par value, $100.00) 

of the donated common stock. 

8. Paid Anderson Bros. $4,250.75, balance due them, with 30 shares of 

donated common stock at .85 and check for the balance. 

1. Record in journal form the foregoing transactions and post to ledger 
accounts, allowing five lines for each account. 

2. Assuming that the net proprietorship of the corporation at the close of 
the next business year is $605,000.75, indicate the form in which this would be 
shown on the Balance Sheet. 

• 

Exercise No. HI, Organization of and Opening Entries for a Corporation. 

The Roberts Printing Co. is incorporated in the state of New York. The 
incorporators are A. L. Roberts, H. B. Boyles, V. W. Boyles, T. E. Robbins, and 
A. J. Smith. The corporation has an authorized capital stock of $250,000.00, 
par value $100.00 per share. Subscriptions for this stock are as follows: A. L. 
Roberts, $75,000.00; H. B. Boyles, $35,000.00; V. W. Boyles, $35,000.00; T. E. 
Robbins, $10,000.00; A. J. Smith, $12,500.00; S. P. Benham, $5,000.00; L. M. 
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Wiley, $2,500.00; and M. J. Coleman, $25,000.00. It is decided to hold $50,000.00 
of the capital stock for future use. All subscriptions are paid in cash. 

A. L. Roberts, the promoter of the corporation, obtained the subscriptions 
and attended to the details of the incorporation. The corporation is to engage 
in the printing and publishing business in the city of Albany, New York. 

1. Show in outline form each step involved, from the time Mr. Roberts 
conceived the organization of this business until the corporation is ready to begin 
business operations. 

2. Prepare the charter, taking into consideration the conditions required in 
the New York law and the form of charter in Chapter XXV. 

3. Show in journal form the opening entries. 



Exercise No. 112, Changing a Partnership to a Corporation. 

Smiley, Winters & French, partners, agree to incorporate at the close of the 
business year, June 30, 1922. A Balance Sheet prepared at this time is as follows: 

SMILEY, WINTERS & FRENCH 
Balance Sheet, June 30, 192. . 



Assets 
Current Assets: 

Cash 

Accounts Receivable 236 . 52 

Less Reserve for Bad Debts 50 .85 

Inventory — Drugs 

Inventory — Merchandise 

Inventory — ^Soda Fountain Supplies 

Fixed Assets: 

Office Equipment 300. 00 

Less Reserve for Depreciation 42 . 50 

^ore Fixtures 1 1 19 . 50 

Less Reserve for Depreciation 167 .93 

Soda Fountain Equipment 650 .00 

Less Reserve for Depreciation 48-75 

Building 9000.00 

Less Reserve for Depreciation 300 .00 

Land 

Deferred Charges to Operation: 

Office Supplies 

Advertising Material 

Insurance Unexpired 



Total Assets and Deferred Charges 



Liabilities and Proprietorship 
Current Liabilities: 

Notes Payable 

Accounts Payable 

Accrued Interest Cost 

Accrued Wages 



Fixed Liability: 

Five- Year Mortgage 



Proprietorship: 

S. M. Smiley, Capital. 
D. P. Winters, Capital 
L. S. French, Capital . . 



Total Liabilities and Proprietorship 



12412 

185 

2554 
1008 

182 



78 

67 
00 

53 
26 



257 

951 
601 

8700 
5000 



"7 

50 

237 



2500 

4186 

144 

56 



9479 
2946 

2946 



50 

57 

25 

00 
00 



42 
00 
80 



00 

36 
50 
40 



04 

24 
24 



16343 



15510 



405 



322^8 



6887 



lOOOO 



15371 



32258 



24 



32 



22 



78 



26 



00 



52 



78 
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The capital stock of the corporation is to be $25,000.00, consisting of five 
hundred shares at $50.00 per share. The subscriptions at the time the charter is 
granted July i are as follows: D. P. Winters, 100 shares; L. S. French, 100 shares; 
S. M. Smiley, 100 shares; A. L. Frost, 50 shares; E. D. Carpenter, 50 shares; 
and C. C. Lowrey, 50 shares. The corporation agrees to pay the partners $15,000.00 
for their interest in the partnership, taking over all the assets and assuming all the 
liabilities. Each partner is to pay cash for the stock subscribed for by him and to 
receive cash for 95 per cent of his proprietary interest in the business as shown by 
the Balance Sheet; the remaining five per cent is to constitute a surplus to take 
care of possible loss resulting from taking over the assets of the partnership. The 
other subscribers pay cash for their subscriptions. 

1. Prepare in journal form the entries necessary to close the books of the 
partnership. 

2. Make in journal form the entries necessary to open the books of the cor- 
poration, taking into consideration the conditions mentioned. 

If desired, the student may show the cash paid to the partners for their interest in the business 
and the cash received from them by the corporation for the stock subscribed, though in practice 
only the difference would be paid to or received by the corporation, as it does not buy the cash be- 
longing to the partnership. 

Exercise No. 113, Distribution of Profit. 

The Union Grocery Company is incorporated with a capital stock of $200,000.00 
— ^$100,000.00 preferred, and $100,000.00 common; $90,000.00 of the preferred 
and $85,000.00 of the common has been issued. The preferred stock pays a dividend 
of eight per cent. The Surplus account at the close of the fiscal period, December 
31, 1922, shows a balance of $22,500.00. It is decided to declare a dividend of 
eight per cent on the outstanding preferred stock and ten per cent on the out- 
standing common stock, and to transfer to a Sinking Fund Reserve account $5,000.00 
to provide for bonds which will mature in the future. 

Make in journal form the entries necessary to record the dividends and the 
sinking fund reserve. 

Exercise No. 114, Stock Dividend. 

At the close of business December 31, 192. ., the Capital Stock account of the 
Consolidated Manufacturing Co. shows a credit balance of $300,000.00, and -the 
Unissued Capital Stock account, a debit balance of $100,000.00; the Surplus 
account shows a credit balance of $162,500.00. The board of directors decides to 
declare a cash dividend of ten per cent and a stock dividend of fifty per cent of the 
outstanding stock. 

Make in journal form the entries necessary to record these dividends. 

Stock dividend refers to capital stock issued to the stockholders for a part of their interest in 
the surplus. The value of this stock is debited to the Surplus account. 

Exercise No. 115, Changing from a Corporation to a Sole Proprietorship. 

The Peoples Trading Co. is incorporated with a capital stock of $25,000.00, 
consisting of 5,000 shares, par value $5.00 each. Four thousand shares are owned 
by C. H. Love, the other one thousand being owned by various stockholders. 
Mr. Love decides to change the business from a corporation to a sole proprietor- 
ship and calls a meeting of the stockholders for this purpose. Holding more than 
fifty per cent of the stock, he votes a majority for cancellation of the charter and 
his attorney complies with the necessary legal requirements. December 10, when 
notice is received that the charter has been canceled, the Balance Sheet of the 
corporation is as shown at the top of page 342. 
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THE PEOPLES TRADING COMPANY 
Balance Sheet, December 10, 192.. 



Assets 
Current Assets: 

Cash in Bank 

Office Cash Fund 

Notes Receivable 1 1 lo .oo 

Less Notes Receivable Discounted 55 oo 

Accounts Receivable 9845 .20 

Less Reserve for Doubtful Accounts 104 . 16 

Mdse. Inventory, December 10, 192 

Accrued Interest on Notes Receivable 

Fixed Assets: 

Office Equipment 450 .00 

Less Reserve for Depreciation 45 .00 

Store Fixtures 1539 .60 

Less Reserve for Depreciation 307 .92 

Delivery Equipment 2400 .00 

Less Reserve for Depreciation 720.00 

Buildings 8000 .00 

Less Reserve for Depreciation 640 .00 

Land 

Goodwill 

Deferred Charges to Operation: 

Office Supplies 

Advertising Material 

Warehouse Supplies 

Prepaid Insurance 

Total Assets and Deferred Charges 

Liabilities and Proprietorship 
Current Liabilities: 

Notes Payable — Bank 

Notes Payable — Trade Creditors 

Accounts Payable 

Accrued Interest on Notes Payable 

Accrued Wages 

Proprietorship: 

Capital Stock Issued and Outstanding 

Surplus 

Total Liabilities and Proprietorship 



19430.15 
100.00 

1055.00 

9741 04 

3236.96 

10.00 



405.00 

1231 .68 

1680.00 

7360.00 
4500.00 



125.00 

344.50 
218.94 
114. 12 



6000.00 

1637.42 

4691.17 

90.00 

392 50 



25000.00 
17790.48 



33573.15 



15176.68 
6049.18 



802.56 



.S5601.57 



12811 .09 



42790.48 



55601 .57 



A. L. Peters, one of the incorporators, who holds twenty shares of stock, owes 
the corporation an account of $110.00; Mr. Love cancels this account upon sur- 
render of the certificate of stock. J. L. Browning, another stockholder, who holds 
forty shares of stock, owes the corporation a note for $200.00 on which $10.00 
interest has accrued; Mr. Love accepts his stock at $5.50 per share and his check 
for the balance in settlement of the note and interest. The other stockholders 
accept cash at $5.50 per share for their stock. 

1. Make the journal entries necessary to record the change from a corporation 
to an individual proprietorship. 

2. Make in journal form the entries necessary to record the cancellation of 
stock owned by outside stockholders. 
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Exercise No. 116, Reduction of Capital Stock. 

The Davis Printing Co. is incorporated with a capital stock of $50,000.00, 
consisting of five hundred shares, par value $100.00 each. At the close of the fiscal 
period December 31, 192.., C. U. Davis, who holds $10,000.00 worth of stock, 
wishes to retire from the business and agrees to accept $8,000.00 for his stock. 
The remaining stockholders accepted his proposition and the corporation's check 
was issued for $8,000.00 in payment for this stock. It is decided at the annual 
meeting of the stockholders held January 2, to reduce the capital stock from 
$50,000.00 to $40,000.00 and the corporation's attorney is instructed to prepare 
the necessary legal papers. January 10 the attorney advises that an amended 
charter has been granted, reducing the capital from $50,000.00 to $40,000.00. 

Record in journal form the purchase of stock from C. U. Davis, and the re- 
duction of capital stock on January 10. 

Exercise No. 117, Changing from a Corporation to a Partnership. 

THE H. R. JUDSON CORPORATION 
Balance Sheet, October 31, 192.. 



Assets 
Current Assets: 

Cash 

Notes Receivable 

Accounts Receivable 29709 .42 

Less Reserve for Doubtful Accounts 298 .10 

Mdse. Inventory, October 31, 192 

Branch Store Inventory, October 31, 192 

Accrued Interest Earned 

Total Current Assets 

Fixed Assets: 

OfHce Equipment 600 .00 

Less Reserve for Depreciation 50 .00 

Store Fixtures 1450 .00 

Less Reserve for Depreciation 185 .00 

Total Fixed Assets 

Deferred Charges to Operation: 

Office Supplies 

Unexpired Insurance 

Total Deferred Charges to Operation 

Total Assets and Deferred Charges 

Liabilities and Proprietorship 
Current Liabilities: 

Notes Payable 

Accounts Payable 

Accrued Rent 

Accrued Wages 

Total Current Liabilities 

Proprietorship: 

Capital Stock Issued and Outstanding 

Surplus 

Total Proprietorship 

Total Liabilities and Proprietorship 



19580.71 
2725 45 

29411.32 

15273.90 
4692.86 

24.65 



550.00 
1265.00 



253 60 
85.00 



7000.00 

9186.42 

300.00 

649.60 



50000.00 
6726.47 



71708.89 



1815.00 



338.60 



73862 .49 



17136.02 



56726.47 



73862.49 
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The capital stock of the H. R. Judson Corporation consists of 500 shares of 
stock, par value $100.00, owned by the following: F. A. McArthur, 100 shares; 
D. W. Stokes, 50 shares; J. K. Kincaid, 75 shares; E. P. Ramey, 25 shares; C. M. 
Derrick, 50 shares; C. Vance, 40 shares; J. J. Nolan, 50 shares; H. S. Gordon, 
35 shares; Roy Sheldon, 15 shares; E. Westover, 60 shares. At the annual meeting 
of the stockholders October 31, it is agreed to dissolve the corporation; the proper 
legal steps are taken and the charter is canceled. The first four stockholders decide 
to continue the operation of the business as a partnership. All of the stockholders 
are to accept $125.00 per share in settlement for their stock, the retiring stock- 
holders to be paid in cash. The difference between the purchase price' of the stock 
and the capital and surplus is to be treated as goodwill. Each of the four partners 
invests $7,500.00 in cash in addition to his interest in the assets as shown by the 
number of shares he owns in the corporation. 

Make in journal form the entries for (a) the transfer of the assets and lia- 
bilities of the corporation to the partnership; (b) the additional investment of 
the four partners; and (c) the transactions with the retiring stockholders. 

Exercise No. 118, Entries for Donated Stoclc. 

May 10 the stockholders of the Adams Manufacturing Co. donated $20,000.00 
(200 shares) of common stock and $10,000.00 (100 shares) of preferred stock to 
the corporation to be sold by it to meet maturing obligations. 
May 15. Gave the A. L. Crim Company a check for $2,500.00, 25 shares of 

donated preferred stock, and 50 shares of donated common stock, 
in settlement for a past-due account amounting to $8,750.00. Pre- 
ferred stock is accepted by him at $90.00 and common stock at $80.00. 
16. Received cash for a sale of 50 shares of donated common stock at $77.50. 
20. Received cash for a sale of 40 shares of donated preferred stock at 

$86.25. 
30. Received cash for a sale of 50 shares of donated common stock at $77.25 
and 30 shares of donated preferred at $86.20. 
June 25. Sold 40 shares of donated common stock at $91.40. 

1. Record these transactions in journal form. 

2. Post to ledger accounts. 

3. Indicate on journal paper the method of showing the proprietorship on the 
Balance Sheet prepared under date of December 31, assuming that the authorized 
common stock is $250,000.00 and the authorized preferred stock, $250,000.00, 
with $200,000.00 of each subscribed and paid for, and that the Surplus account 
shows a credit balance of $16,408.50. 

Exercise No. 119, Treasury Stock. 

January 7 the Arnold Shoe Company sold for cash to H. F. Ritter, one of its 
traveling salesmen, ten shares (par value, $100.00) of capital stock at $113.00, 
with the understanding that the corporation would buy the stock back at any 
time he wished to discontinue his connection with the corporation. He paid 
$500.00 cash, the balance to be deducted from his commission at the end of the 
year. With this agreement, the stock was issued. 

October 5 H. F. Ritter surrendered half of his stock at $111.00 and received 
credit on his account for this amount, less six per cent interest on the amount of 
his indebtedness from the date he purchased the stock. 

December 31 H. F. Ritter was credited with $216.50, commission on sales. 

January 5 the company paid H. F. Ritter $200.00 cash on account of com- 
mission. 

March i the company gave H. F. Ritter a check for balance due him on ac- 
count and for his five shares of stock at $110.00. 

Record these transactions in journal form. An account with Premium on 
Capital Stock will show a record of the amounts received and paid in excess of the 
par value. 



Chapter XXXVI 

VOUCHER ACCOUNTING AND CASH JOURNAL 

The Purpose of this Chapter is to explain (a) the voucher system of ac- 
counting and (b) the cash journal. Many business concerns require a voucher 
for each cash payment; hence, the student of bookkeeping should be familiar with 
the method of issuing the vouchers and the checks given in payment of them. 
The cash journal is very popular with practicing bookkeepers, because of the time 
saved in proving cash and posting. * 

§ 350, The Voucher is a written statement, usually prepared on a printed 
form, containing detailed information regarding a purchase of merchandise, material 
or service; receipts and canceled checks are sometimes referred to as vouchers. 
A voucher is prepared for each purchase of merchandise or material at the time 
the purchase is made, and for labor or other service at the time payment is made. 
The blank forms prepared for vouchers are usually printed on both sides; full 
information in regard to the obligation is given on one side, and the accounts 
affected are indicated on the other side. The voucher may be sent with the check 
for receipt or it may be folded and the canceled check filed with it. Since it is 
not always possible to secure return of the voucher sent with the check, even 
when it is accompanied by a stamped return envelope, it is customary to retain 
the voucher in the office and file the canceled check with it; this form of voucher 



VOUCHER JACKET 

COWDEN BUICK COMPANY 



No.. 



22 



DAte of iMue ¥^7 Ig. 



.19. 



Dat« Due Jmi9 li 



.19. 



In Account with. 
Address 



glgfc Ttrg QgiapftBy, 



8:^6 Main Street. City. 



.for the following: 



SSSSSSSSi 1 =s= 

Invoica Data 


DESCRIPTION 1 


Amount 


l£av 


1? 


4 


31 X 4 Cord Tires. TvDe S. S. 


18.46 


73 


6Q 






S 


31 X 4 Fabric " "CI. 


. 12.90 


25 


80 






1 


33 X 4 Cord " " S. S. 




21 


26 






12 


31 X 4 Cord Tubes 


2.16 


26 


80 






12 


31 X 4 Fabric " 


1.96 


23 


40 






3 


32 X 4 Cord 


2.26 


6 


75 






8 


33 X 4 '* 


2.36 


18 


80 






6 


34 X 4 " 


2.50 


15 


00 








210 


60 
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Illustration No. 146, Inside of Voucher or Voucher Jacket. 

EXPLANATION. This voucher jacket was prepared for an invoice of tires and tubes 
for which payment is to be made according to the terms of the invoice as shown on the voucher. 
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is sometimes referred to as a "voucher jacket" because the voucher is folded and 
the check placed inside. The number of the voucher is indicated on the check 
so that the auditor may know the voucher to which it is applicable. Illustrations 
Nos. 146 and 147 show one of the vouchers required in the garage business illus- 
trated in the practice set separate from the text. 

Formerly it was the custom to print the check and voucher on the same form so that the one 
who received it would be sure to return the voucher with his receipt. This practice is not followed 
so extensively at present because of the confidential information usually contained in the voucher 
and the inconvenience to the bank clerks in handling large voucher checks. 

§ 351. The Voucher System of Recording Purchases. It is necessary 
for every business to make purchases of merchandise, material and service. Where 
the operations of the business are limited to a few transactions of this nature, the 
management can personally supervise the expenditures; but, where the trans- 
actions are numerous and performed by subordinates, it is necessary to provide a 
control over the expenditures. One of the best methods devised is to require a 
voucher for each purchase. 

The voucher prepared for each purchase is usually signed by at least two 
individuals, (a) the one authorized to make the purchase and (b) the one who 
verifies the merchandise, material or service purchased, described in the voucher. 
Each voucher is numbered consecutively and, after it has been paid, is iSled in 
the order of the number; vouchers issued for future payments should be filed 
under the due date to insure payment when due. Each voucher is recorded in 
the voucher payable register at the time it is issued. 

There is in reality no voucher method of keeping books, but the use of vouchers in connection 
with purchases is sometimes referred to as the "voucher method" or "voucher system." When the 
so-called "voucher system" is used, all purchases, either for cash or on account, are recorded in the 
voucher payable register from the information given on the voucher; this permits the proper dis- 
tribution in one book of original entry and thus avoids duplication of special columns where pur> 
chases on account are recorded in one book and cash purchases in another. 
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Illustration No. 147, Outside of Voucher or Voucher Jacket. 

EXPLANATION. The accounts affected by the purchase described on the inside of the 
voucher arc indicated by entering the amounts on the line with the name of the account. 
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§ 352. The Voucher Payable Register is a book of original entry ruled 
to contain a record of each voucher issued. The ruling provides columns for all 
the information written on the voucher so that the record of each voucher may 
be made on one horizontal line. When the voucher method of bookkeeping is 
used, it is not customary to open accounts with those from whom merchandise, 
material, or service is purchased, but to record all obligations for purchases in 
the Vouchers Payable account. The method of making the record is further ex- 
plained in connection with Illustration No. 148. 

§ 353. The Cash Journal is a combination of the cash book and the general 
journal; if desired, the purchases journal, sales journal, notes receivable journal, 
and notes payable journal may also be combined in the cash journal. The purpose 
of the cash journal is to save time in proving cash and posting, and to avoid a 
repetition of special columns in the books of original entry. When transactions 
of similar nature occur frequently, it is better to record them in a special journal 
and transfer the totals only to the cash journal, daily, weekly, or monthly. Il- 
lustration No. 149 shows a cash journal with fifteen amount columns, containing a 
record of part of the transactions in the practice set (garage business) which is sepa- 
rate from the text. The following discussion explains the various columns. 

1. Merchants National Bank. The title of these two columns indicates that 
a)l cash received is deposited in the bank and all cash payments made by check. 
If a part of the currency received is used for cash payments, additional columns 
for "Cash, Dr." and "Cash, Cr." would be necessary. The balance at the begin- 
ning of the month is entered in the "Name of Account** column because the total 
of the "Bank, Dr." column is posted to the account with the bank in the general 
ledger and this account already shows the cash balance. 

The cash received in each transaction is entered in the Bank Dr. column 
and the credit indicated by the entry in the column or columns at the right. The 
amount of each check issued is entered in the Bank Cr. column and the debit 
indicated by the entry in the Vouchers Payable column at the right. The differ- 
ence between the total of the Bank Dr. column plus the balance on hand at the 
beginning of the month, and the total of the Bank Cr. column should be the 
balance of the cash in the bank as shown by the check stub, or in the bank and 
on hand. To prove cash it is not necessary to add all the columns of the cash 
journal but it is customary to do so because the credits and debits for the cash 
received and paid are entered in these columns and the proving of cash also proves 
their correctness. The method of proving is illustrated by the small figures in 
Illustration No. 149. 

2. General Ledger, Two columns are provided, one for debits and the other 
for credits. Only those amounts affecting accounts for which special columns 
are not provided are entered in these columns; where transactions affecting one 
account are of sufficient frequency, a special column is provided. 

3. Accounts Receivable Ledger. Two columns are provided for the AccQunts 
Receivable account in the general ledger because the transactions with customers 
are of sufficient frequency to require the use of these columns. When a trans- 
action affects the debit of an account with a customer, the amount is recorded in 
the "Accounts Receivable, Dr." column, and when a transaction affects the credit 
of an account with a customer, the amount is recorded in the "Accounts Receiv- 
able, Cr." column; the name of the customer is written in the "Name of Account" 
column. When transactions affecting the accounts with customers are of frequent 
occurrence, it is advisable to record the debits and credits each in a special jour- 
nal and transfer the total to the cash journal for posting. 

The cash journal is popular with bookkeepers because of the time saved in recording transac- 
tions, but it is not so popular with auditors because of the difficulty of auditing the transactions 
recorded in it. Perhaps one reason for this difficulty in auditing is tne recording of more than one 
transaction on one horizontal line. If the bookkeeper will record each transaction on a separate 
line and explain it, the difficulty of auditing the cash journal will be eliminated. 
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Illustration No. 148, Left Page of Voucher Payable Register. 

EXPLANATION. The ruling provides columns for all the information written on each 
voucher, thus permitting the record to be made on one horizontal line. The amount of each 
voucher is entered in the "Vouchers Payable, Cr." column and in the column or columns which 
show the account or accounts debited. At the end of the month the Vouchers Payable account in 
the general ledger is credited with the total vouchers issued during the month. 

4. Vouchers Payable, A debit column only is provided for Vouchers Payable 
because the credits to this account in the general ledger are posted from the voucher 
payable register. If it is desired to post all transactions from the cash journal, 
transferring the totals from the voucher payable register either daily or weekly, it 
will be necessary to provide a credit column for Vouchers Payable and debit col- 
umns for the expenses as in the voucher payable register. The better practice is 
to post from both the voucher payable register and the cash journal. 

5. Used Cars. This column is applicable to the use of a garage which acts 
as sales agent for automobiles and accepts used cars as part payment for new cars. 
The exchange value of each used car is entered in the debit column, the credit for 
this being included in the entry in the "New Cars Sales, Cr." column. The debits 
for purchases are recorded in the entries in the voucher payable register, but since 
it is not customary to pay cash for used cars, the debit to this account will not be 
supported by a voucher unless it be a journal voucher issued by the management, 
and this is not entered in the voucher payable register. 

6. Sales Columns. Seven columns are provided for sales; the use of each is 
indicated by the name of the account written at the top. The cost of the material 
sold is recorded in the voucher payable register. The debit for each sale is recorded 
in one of the columns at the left. Thus, if cash is received for a tire, the amount 
is entered in the *'Bank, Dr." column and in the 'Tires and Tubes Sales, Cr." 
column; if a tire is sold to a customer on account, the amount is entered in the 
"Accounts Receivable, Dr." column and in the "Tires and Tubes Sales, Cr." column. 

7. Repair Order Number. Each repair order is given a number, and, when 
completed, the Repairs account is credited for the amount of the labor. The num- 
ber of the repair order is entered in the "Remarks" column to facilitate auditing. 

8. Remarks. This is for any special explanation of the transactions which 
will be of assistance in interpreting the record, either by the management or by 
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Illustration No. 148, Right Page of Voucher Payable Register. 

EXPLANATION. Each account affected by the vouchers issued is debited with the total 
of the amounts entered in the column provided for the account. No accounts are opened with the 
individuals or business concerns to whom vouchers are issued. When a check is issued in payment 
of a voucher, the Vouchers Payable account is debited by entering the amount in a column pro- 
vided for "Vouchers Payable, Dr." in the cash book or cash journal. 

the auditor. Care should be used by the bookkeeper in explaining the transac- 
tions so as to avoid confusion. Where the entry is supported by a journal voucher, 
the number of this voucher should be indicated in the "Remarks" column and 
the journal voucher filed for reference. Accountants sometimes refer to the 
cash journal as the ''hash" journal because of confusion in recording the transac- 
tions; much of this confusion could be avoided by a careful explanation in the 
"Remarks" column. 

9. Method of Recording Transactions, The equality of debits and credits 
is maintained in the recording of transactions in the cash journal the same as 
in the elementary journal .used at the beginning of the course. To insure the 
equality of debits and credits, transactions which affect more than two accounts 
should be recorded in journal form on scratch paper before the entry is made 
in the cash journal. 

When cash is received through the performance of a transaction, the Cash 
account is debited by entering the amount in the "Bank, Dr." column, and the 
proper account or accounts are credited by entering the amount in the column or 
columns at the right. When cash is paid through the completion of a transaction, 
the Cash account is credited by entering the amount in the "Bank, Cr." column, 
and the Vouchers Payable account is debited by entering the amount in the 
"Vouchers Payable, Dr." column at the right. When credit is extended to a 
customer, his account is debited by entering the amount in the "Accounts Re- 
ceivable, Dr." column, and the Sales account or accounts credited by entering 
the amount in the "Sales, Cr." column or columns affected. Should a customer 
return a part or all of the merchandise purchased and receive credit for its value, 
the Sales Returns account is debited by entering the amount in the "General 
Ledger, Dr." column, and the customer's account is credited by entering the amount 

(Concluded on page 352) 
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Illustration No. 149, Cash Journal, Left Page. 

EXPLANATION. The cash balance at the beginning of the month is entered in the "Name 
of Account" column because this alre&dy appears in the ledger on the debit side of the Merchants 
National Bank account and if entered in the Bank Dr. column might be posted again. When 
proving cash, the total receipts (Bank Dr. column) is written on scratch paper and the balance on 
hand at the beginning of the month is added to this amount before deducting the payments (Bank 
Cr. column). The credit for each amount entered in the Bank Dr. column and the debit for each 
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Illustration No. 149, Cash Journal, Right Page. 

amount entered in the Bank Cr. column are recorded in one or more of the columns at the right of 
the name of the account. Transactions which do not involve the receipt or payment of cash are 
recorded in the columns at the right of the name of the account. The breaks indicate a number 
of entries omitted. The small figures above the totals show the page of the ledger on which the 
account to which the amount is posted appears. This amount is posted to the debit or credit side 
of the account as indicated by "Dr." or "Cr." at the top of the column. 
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in the "Accounts Receivable, Cr." column; it will be necessary to write "Sales 
Returns" in the explanation column on a line with the amount entered in the 
"General Ledger, Dr." column, and the name of the customer on a line with the 
amount entered in the "Accounts Receivable, Cr." column. Each transaction 
should be recorded on one or more lines; two transactions should never be re- 
corded on one line. A full explanation of the transaction should be made in the 
"Remarks" column at the right; this is provided for the explanation of the transac- 
tion in the same manner as space is provided for an explanation of each transac- 
tion in a book of original entry. 

§ 354. Sales JoumaL When the individual sales are recorded in a special 
sales journal, the total only of this journal is transferred to the cash journal, either 
weekly or monthly depending on the desires of the management. Illustration No. 
150 shows the form of sales journal that would be required to record the transac- 
tions in the practice set, provided these occur with sufficient frequency to require 
the use of this special journal. 

Sales Journal 



Date 



L.F. 



Aeoount Debited 



Addr«M 



Terms 



Aoota. 

Reo. 

Dr. 



Aoe. A Pts. 

Sdea 

Cr. 



Tirea t T. 

Sales 

Cr. 



0.. G. A 

Sales 

Cr. 



Storage 
Cr. 



Rmaira 



Repair 

Order 

No. 



Illustration No. 150, Form of Sales Journal. 

§ 355. Cash Receipts Journal. When transactions in which cash is re- 
ceived from customers on account or in full of account occur with sufficient fre- 
quency to justify the use of a cash receipts journal in which to record them, the 
total only is transferred to the cash journal at the time each deposit is made, or 
at such other time as the management may direct. Illustration No. 151 shows the 
form of cash receipts journal which would be required to record the cash received 
from customers in the practice set when these arfe not entered direct in the cash 
journal. 

Customers* Cash Receipts Journal 



Date 




Aoooant Credited 



Explanation 



Aooounts 

ReoeiTable 

Cr. 



Merehants 

Nat'l Bank 

Dr. 



Illustration No. 151, Form of Cash Receipts Journal. 



GARAGE SET 

This is a practice set without vouchers consisting of the transactions for two 
months, performed by the Cowden Buick Company, a corporation engaged in operat- 
ing a garage. The transactions are separate from the text and are included with 
the books of account necessary to record them. The purpose of this set is to pro- 
vide practice in the voucher method of bookkeeping and in recording transactions 
in the cash journal. 



Appendix A 

SINGLE ENTRY BOOKKEEPING 

The Purpose of this Appendix is to explain and illustrate Single Entry 
bookkeeping, sometimes referred to as a *' method** of keeping books. The informa- 
tion given will be of assistance to the student who may be required to keep books 
for one who thinks there is a Single Entry method; it will also be useful if the 
student is called upon to change from this so-called method to Double Entry. 

§ 356. Single Entry Bookkeeping. Bookkeeping is the systematic record- 
ing of business transactions as explained in § 8. When the values received and the 
values parted with in each transaction are recorded, the method is usually referred 
to as ^'Double Entry." Single Entry bookkeeping is best defined as any method 
that is not Double Entry. This means that in Double Entry bookkeeping the 
values received and the values parted with are always recorded, but in Single Entry 
the values received and the values parted with may be recorded in some transac- 
tions, but in others only the values received or the values parted with are recorded. 

§ 357. Comparison. In Single Entry the record may be made according 
to the wishes of those interested, and any desired accounts kept; in Double Entry 
the record and accounts kept must conform to certain principles, which can not 
be changed; the name of an account might be changed, but its real meaning must 
remain the same. In Single Entry, the bookkeeper has no check on his accuracy 
in posting, footing accounts in the ledger, and making the Statement of the Busi- 
ness; in Double Entry he proves the postings and footings by the Trial Balance 
and the net profit through the Balance Sheet and Statement of Profit and Loss. 

The advantages of Double Entry are so apparent that this method is used by every up-to-date 
business man who employs a bookkeeper, and by many who keep their own books. The reason Single 
Entry is used in many cases is that the one who keeps the books knows nothing of the many advan- 
tages of Double Entry. 

§ 358. Bool^s of Account. Any book used with the Double Entry method 
may be used with Single Entry; but the day book, cash book, and ledger are the 
most popular with those who claim to *'know" the latter method. Of course, they 
do not know any method, but only know what they want their books to show, and 
can get the desired results by using these three books. 

§ 359, Day Book. This is a book of original entry. All transactions, except 
those in which cash is received or paid, are entered in this book in the order in 
which they occur. The two money columns do not indicate debits and credits, 
hence it is Necessary J:o wrij:e Dr. and Cr. (abbreviation of debit and credit) after 
the name of the account. This shows to which side of the account in the ledger 
the amount is to be posted. Amounts to be posted are placed in the second column 
on the same line as the name of the account. Illustration No. 152 shows the form 
of day book to be used. 

§ 360. Single Entry Cash Book. Any desired form of ruling may be used. 
The form given in Illustration No. 153 shows one very popular with those who 
keep a cash book in connection with a Single Entry set of books. The ruling is 
similar to the ordinary journal; receipts are entered in the first column, and pay- 
ments in the second column. When the cash book is ruled at the end of the month, 
the balance is entered in the credit column, the word "Balance" written at the left, 
the two columns ruled, and the balance brought down, as in Illustration No. 153. 

§ 361. Ledger. This book may be similar to any ledger used with a Double 
Entry set of books; that is, it may have the regular ledger ruling or any special 
ruling adapted to the needs of the business. In every case it must be ruled with 
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two money columns, one for the debit amounts, and one for the credit amounts. 
Some blank book manufacturers make a book which is labeled "Single Entry 
Ledger/* This is ruled like the day book and provided with an index. This form 
is used when the day book and cash book are omitted, and the transactions are 
entered direct in the ledger. 
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Illustration No. 152, Single Entry Day Book. 




/r- j- 



^, -^ 












(h 



i; 



Sff 



a^^^^^a^^^B^*^ 






\3/ I 4^ i^«^4^x^:i4*»*^if^ 




J r J. s -J J 



GZjf 



,-, /, 



-y. 






• 



'^/^^'tLC€L'-p*'<jLy 



/off,Co\ 



Illustration No. 153, Single Entry Cash Book. 
*The break indicates a number of entries omitted. 



APPENDIX A 355 

TRANSACTIONS FOR DECEMBER. 

Record the following transactions in the Single Entry day book and cash book, and post to 
the ledger when instructed. Accounts will be kept with Notes Receivable, Notes Payable, 
C. W. Ogden Capital, persons from whom merchandise is purchased on account, and persons to 
whom merchandise is sold on account. 

1. C. W. Ogden invests $1,500.00 in the retail stationery and office supplies 
business. 

Enter in the cash book as in Illustration No. 153. 

2. Bought from W. H. LaRue, City, stock of stationery and office supplies 
for $2,250.00, paying cash $1,000.00, two notes of $500.00 each, due in 60 and 90 
days, balance to be paid before January ist. 

Enter in the day book and cash book as in Illustrations Nos. 152 and 153. 

3. Bought from Belknap Stationery Co., Louisville, on account, stationery 
per invoice of this date, $150.00. 

Enter in the day book as in Illustration No. 152. 

Sales on account: C. G. McClure, City, i section, base, and top, Y. & E. 
files, $25.00; I gross note books, $17.50. University School, University Park, i 
multigraph, $170.00; I doz. ribbons, $5.00. 

Enter in the day book as in Illustration No. 152. 

4. Bought frord Graham Paper Co., St. Louis, stationery per invoice of the 
3d, $196.42; terms, 3/10, n/30. 

The terms indicate that 3% may be deducted if payment is made within ten days. 

5. Paid Gouflfon Transfer Co. $14.87, freight and drayage on above goods. 

Enter in the cash book as in Illustration No. 153. No account is kept with Freight and Dray- 
age, hence the check mark ( V ) in the L. F. column. 

6. Sale on account: C. J. McDaniels, City, i ledger, $3.50; I doz. pencils, 
75c; 2 boxes typewriting paper at $1.00; i dictionary, $14.00. 

Paid W. H. LaRue $150.00 on account; 

Paid e/nployees' wages to date, $65.40. 

Cash sales to date, $204.09. 

Post the entries in the day book and cash book. Each amount in the second column of the 
day book is posted to the debit or credit side of the account written on the same line with it; the 
debit or credit is indicated by "Dr." or "Cr." Each amount in the first column of the cash book 
is posted to the credit side of the account written on the same line with it, unless it has a check mark 
in the L. F. column; each amount entered in the second column is posted to the debit side of the 
account written on the same line with it, unless it has a check mark in the L. F. column. Allow 
one-fifth of a page for each account. 

8. Bought from American Stationery Co., Cincinnati, merchandise per 
invoice of the 6th, $264.75; terms, 5/10, n/60. 

9. Sale on account: R. R. Oglesby & Co., Hamilton, i typewriter, $100.00; 
I desk, $35.00; 5 gross note books at $14.00; 2 sections Y. & E. files with top 
and base, $64.00. 

10. Received $175.00 from University School in full of account. 

11. Paid electric light bill, $13.60; phone rent, $6.00; and stamps, $5.00. 

Sales on account: Ormendorflf Bros., City, i set of Dickens, $70.00. City 
Electric Co., City, i gross tablets, $17.00; 3 sections Y. & E. files at $14.00; i desk, 
$36.00; 5 ink wells at 25c. 

12. Bought from Yawman & Erbe Mfg. Co., Rochester, merchandise per 
invoice of the loth, $136.42; terms, 60 days. Bought from Johnston Bros., City, 
on account, 5 gross mucilage at $2.50. 

13. Paid Graham Paper Co. amount due, less discount. 
Enter in the cash book as in Illustration No. 153. 

{Continued on page 356.) 
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{December Transactions — Continued from pQ'ge 355.) 

13. Sales on account: M. B. Arnstein, City, 2 gross tablets at $17.75; ^ 
desk, $39.50; 2 sections Y. & E. files at $14.00. Bean, Waters & Co., City, 3 
gross tablets at $14.00; i box typewriting paper, $1.00. 

Paid cash as follows: C. W. Ogden, private use, $50.00; employees' salaries 
for the week, $86.45; Gouflfon Transfer Co., freight and drayage, $32.65. 

Cash sales to date, $291.76. 

Post from the day book and cash book. 

15. Collected from the following parties: C. G. McClure, $42.50; C. J. 
McDaniels, $10.00; OrmendorfF Bros., $50.00; City Electric Co., $70.00. 

Sales on account: C. G. McClure, 5 gross tablets at $14.00; i desk, $57.50. 
H. O. Nelson, City, i typewriter, $100.00; i gross penholders, $5.00; 5 boxes type- 
writing paper at $1.00; 10 lbs. writing paper at 25c. 

16. Paid American Stationery Co. $175.00 on account. 

. This is subject to 5% discount as per terms. Be sure to debit them with the correct amount. 

Sale on account: Central Business College, City, 5 gross note books at $14.00; 
I gross tablets, $30.00; i gross penholders, $4.00; 8 gross ink at $3.75. 

17. R. R. Oglesby & Co. gave us their note due in 30 days for $200.00 to 
apply on account. 

Bought from Yawman & Erbe Mfg. Co., Rochester, merchandise p)er invoice 
of the nth, $1,254.78; terms, 60 days. 

18. Sales on account: C. G. McClure, 3 typewriters at $100.00; i gross 
pens, $5.00; I doz. ribbons, $7.50. W. R. Austin, Wilmington, i journal, $6.00. 

Bought from Graham Paper Co., stationery per invoice of the 15th, $136.49; 
terms, 3/10, n/30. 

19. Accepted Yawman & Erbe Mfg. Company's 60-day draft in full of in- 
voice dated December loth. 

Paid W. H. LaRue $50.00 on account. 

Sales on account: Ormendorff Bros., i desk, $35.00; i gross note books, 
$18.00; 3 sections Y. & E. files at $14.00. W. H. Pedigo, Danville, I desk, $45.00; 
I chair, $12.50; 3 gross tablets at $17.50; 100 blotters, 25c. 

20. Bought from Yawman & Erbe Mfg. Co., merchandise per invoice of the 
1 8th, $234.75; terms, 4/10, n/30. 

Cash sales to date, $408.50. 

Withdrew $75.00 for private use; paid employees to date, $92.75. 

Post from the day book and cash book. 

22. Collected from customers as follows: M. B. Arnstein, in full; Bean, 
Waters & Co., in full; C. G. McClUre, $100.00; Central Business College, $100.00, 

Discounted R. R. Oglesby & Co.'s note at the bank, receiving credit for the 
face value, less $3.00 discount. 

Enter face of the note in the first, and discount in the second column of the cash book. 

23. Sale on account: University School, 3 gross note books at $17.00; 2 
gross penholders at $5.00; 5 gross pencils at $4.00; 100 lbs. writing paper at 20c; 
I ledger, $2.75. 

Paid W. H. LaRue balance due him. 

24. Bought from American Stationery Co., merchandise per invoice of the 
22d, $186.75; terms, 5/10, n/60. 

{Concluded on page 357.) 
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{December Transactions — Continued from page 356,) 

24. Sales on account: Central High School Supply Store, City, 2 gross jour- 
nals at $20.00; 2 gross ledgers at $20.00; 5 gross note books at $14.00; 10 gross 
penholders at $5.00; 5 gross pencils at $4.55; 2 gross ink at $4.00. City Electric 
Co., I duplicator, $75.00. 

Sent Graham Paper Co. a check in full of account, less discount. 

26. Central High School Supply Store settled their account in full, less 2%, 
per contract. 

W. H. Pedigo gave us his note due in 30 days in full of account. 

Paid Belknap Stationery Co., $75.00 on account. 

Bought from Standard Stationery Co., Cincinnati, merchandise per invoice 
of the 23d, $62.75; terms, 60 days. 

27. Sent Yawman & Erbe Mfg. Co. a New York Exchange in full of invoice 
dated the i8th, less 4% discount. The bank charges 50c for issuing the exchange. 

Sale on account: H. O. Nelson, i typewriter with special keyboard, $105.00. 

29. Received from H. O. Nelson a 60-day note in full of account. 

30. Bought from Chatfield & Woods, City, merchandise per invoice of the 
27th, $169.25; terms, 3/10, n/60. 

31. Cash sales to date, $268.15. 

Paid employees to date, $86.27; rent for the month, $50.00; Gouffon Transfer 
Co., bill for freight and drayage to date, $62.75. 

Post all entries to date, and make a Statement of the Business as explained in § 362 and Illustra- 
tion No. 154 using the following inventories; Merchandise in stock, $2,565.87; Office Equipment, 
consisting of desks, chairs, safe, etc., $200.00. Close the ledger as explained in § 363, and make 
the opening entry in the journal to change to Double Entry as explained in § 364 and in Illustration 
No. 155. When this is completed, post the entries to the ledger, take a Trial Balance and present 
all books for approval. 

§ 362. Single Entry Statement. The net profit or net loss can always be 
ascertained whether the books are kept by Single Entry or Double Entry. To 
make a Single Entry statement proceed as follows: First, ascertain the value of 
all property on hand by taking an inventory. Second, list the assets and liabilities. 
As nothing but asset and liability accounts are kept, all debit balances are assets, 
and all credit balances, except the investment, are liabilities. Third, ascertain the 
difference between the assets and liabilities; this is the present worth of the busi- 
ness. If it is more than the net investment, there is a profit; if less, a loss. Illus- 
tration No. 154 shows the correct form of Single Entry statement. 

§ 363. Closing the Ledger. As each account in the ledger, except the 
proprietor's Capital account, shows an asset or a liability, the proprietor's Capital 
account is the only one to close. It is closed in the same manner as the proprie- 
tor's Capital account in Double Entry, as explained on page 93. The profit is 
entered on the credit side, or the loss on the debit side, with red ink, the account 
ruled with single and double red Imes, footed with black ink, and the "Present 
Capital" brought down in black ink on the credit side. 

§ 364. Changing from Single to Double Entry. When it is desired to 
change the books from the Single Entry method to that of Double Entry, it is 
necessary to make a statement of the business, and close the ledger, as explained 
5n §§ 362 and 363. A journal entry is made from this statement, debiting all 
accounts that show assets, and crediting those showing liabilities, and the pro- 
prietor for the investment; see Illustration No. 155. This journal entry will balance, 
since the total liabilities, plus the present worth of the proprietor equals the assets. 
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ASSETS 












Cash 


1099 


60 








Iferohandlee in stocic (Inyontory) 


S565 


87 








Office Equipment (Inventory) 


200 










Ledger Aeoounts: 












Notes Reoeivable 


SS7 


66 








C. G. MoClure 


350 










University School 


101 


50 








C. J. Mo]>aniel8 


18 


75 








R. B, Oglesby & Co* 


87 










City Eleotrio Co. 


110 


85 








Qmendorff Broe« 


103 










Central Business College 


30 










W. B. Austin 


8 










Total Assets 






6005 


68 




IliBIUTIES 












Ledger Accounts: 












Rotes Payable 


1146 


98 








Belknap Stationery Co. 


95 










American Stationery Co. 


£76 


59 








Johnston Bros. 


19 


75 








Yawman & Erbe Mfg. Co. 


1258 


88 








Standard Stationery Co. 


58 


80 








Chatfield & Woods 
Total Liabilities 

3. W. Ogden*8 Present Capital 


172 


50 












3015 


39 




1990 


88 




C. ¥• Ogden's Ret Investment 
B. W. Ogden's Ret Profit 






1375 






615 


88 




- 











Illustration No. 154, Single Entry Statement. 

It is customary to write "Inventory" in the explanation columns of the Merchan- 
dise Inventory and Office Equipment accounts, and "Balance" in the explanation 
column of the Cash account. After all the accounts are opened in the ledger, a 
Trial Balance is taken to prove that the books are in balance. 



JANUARY I. 19 .. 



I Cash 

Merchandise Inventory 
I Office Equipment (Inventory) 

Notes Receivable 
I C. G. McClure 
I University School 
' C. J. McDaniels 
I R. R. Oglesby & Co. 

City Electric Co. 
I Ormendorff Bros. 

Central Business College 
I W. R. Austin 

Notes Payable 

Belknap Stationery Co. 

American Stationery Co. 

Johnston Bros. 
I Yawman & Erbe Mfg. Co. 

Standard Stationery Co. 
I Chatfield & Woods 

C. W. Ogden, Capital 
i Assets and liabilities at the beginning of the business 

Illustration No. 155, Journal Entry to Change from Single Entry to Double Entry. 



1099 


,60 






2565 


87 


1 




200 








337 


66 


1 


1 


350 
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50 


1 




12 


75 






87 
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no 


25 






103 




1 




30 








8 






' 






I 146 


33 






95 








276 


59 






13 


75 






1252 


38 






58 


80 






172 


5° 






1990 


28 



Appendix B 

DIRECT METHOD OF CLOSING THE LEDGER 

The Purpose of this Appendix is to explain the process of making the 
closing entries direct in the ledger as explained in § 60. The student should under- 
stand both methods so that he may apply either as directed. 

§ 365. Closing the Ledger, as explained in § 53, is an accounting term 
applied to the process of transferring the net profit or net loss to the owner's Cap- 
ital account at the close of a fiscal period. The process of making direct in the 
ledger the entries necessary to transfer the net profit or loss to the owner's Capital 
account is the same as with the journal entry method. 

A comparison of Illustration No. 156 with the illustrations on pages 360 and 
361 shows the use of the Statement of Profit and Loss as a guide in closing, and 
the method of making these entries. The complete accounts used in the illus- 
trations are shown on pages 72 and 73 and are the same accounts as those used 
as a basis for discussing the closing by the journal entry method, pages 94-96. 
The ledger on pages 362 and 363 shows the accounts on pages 72 and 73 after 
the closing entries explained on pages 360 and 361 have been completed; these 
pages are the same as the accounts on pages 91-93, except that red ink is used in 
the closing entry in each account and the page of the ledger is shown in the folio 
column instead of the page in the journal. 

When the direct method is used, it is customary to indicate the closing entries which require 
the transfer of the balance of one account to anqther, by the use of red ink; for this reason, the 
direct method of closing the ledger is sometimes referred to as the "red ink method." The date, 
page of the ledger to which the balance of the account is transferred, and the amount, are entered 
with red ink, but the same facts, when entered on the opposite side of the account to which they 
are transferred, are entered in black ink. 
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Illustration No. 156, Statement of Profit and Loss. 
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The First Entry is that required to record the merchandise inventory at the close of the fiscal 
period. This entry is neces- 
sary because the cost of sales 
is ascertained on the State- 
ment of Profit and Loss by 
subtracting the inventory at 
the close of the fiscal period 
from the net purchases. The 
Inventory account is debited 
to record the asset; the Pur- 
chases account is credited for 
the inventory to indicate the 
subtraction. 

The illustration at the 
right shows the Purchases 
account before the first entry 
has been made, and the In- 
ventory and Purchases ac- 
counts as they appear after 
this entry has been made. 

The Second Entry is that required to transfer the balance of the Purchases account to the 
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Sales account. This entry is 
necessary because the profit 
on sales is ascertained on the 
Statement of Profit and Loss 
by subtracting the cost of 
merchandise sold from the 
net sales. The Sales account 
is debited for the cost of sales 
to indicate the subtraction. 
Purchases is credited because 
this account shows the cost 
of sales. After this entry is 
made, the Purchases account 
will balance and be ruled, 
and the balance of the Sales 
account will show the net 
profit on sales as shown by 
the Statement of Profit and 
Loss. 

The illustration at the 
right shows the Sales and 
Purchases accounts before 
the second entry has been 
made, and the Sales and Pur- 
chases accounts after this 
entry has been made. 
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The Third Entry is that required to transfer the balance of the Sales account to the Profit 
and Loss account. This entry 



is necessary because it is cus- 
tomary to show in the ledger 
a summary of the facts shown 
by the Statement of Profit 
and Loss. The Sales account 
is debited because it shows 
the profit on sales; the Profit 
and Loss account is credited 
because this account is cred- 
ited for all income. After 
this entry is made, the Sales 
account will balance and be 
ruled, and the Profit and Loss 
account will show the profit 
on sales. 

The illustration at the 
right shows the Sales account 
before the third entry has 
been made, and the Sales and 
Profit and Loss accounts after 
this entry has been made. 
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The Fourth Entry is that required to transfer the balance of the Expense account to the 
Profit and Loss account. This 
entry is necessary because the 

net profit is ascertained on ^^ . ' | j-^ 

the Statement of Profit and O-^^ \t/ ' j^r^r^ ^-Ol^ j/ 

Loss by subtracting the ex- 
pense from the profit on 
sales. The Profit and Loss 
account is debited to indicate 
the subtraction; the Expense 
account is credited because 
this account shows the ex- 
pense for the period. After 
this entry is made, the Ex- 
pense account will balance 
and be ruled and the balance 
of the Profit and Loss account 
will show the net profit. 

The illustration at the 
right shows the Profit and 
Loss and the Expense ac- 
counts before the fourth 
entry has been made, and 
the Profit and Loss and the 

Expense accounts after this , , ^^r\ro ^ .. J>iz..^.f 

entry has been made. 
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The Fifth Entry is that required to transfer tht balance of the Profit and Loss account to the 

Proprietor's Capital account, 
'his entry is necessary be- 
cause the purpose of closing 
the ledger is to transfer the - xt — 
net profit to the proprietor's O-^^ ,v/ 
account. The Profit and Loss 
account is debited because 
this account shows the net 
profit; the proprietor's Cap- 
ital account is credited be- 
cause this profit is equivalent 
to an additional investment. 
When this entry is made, the 
Profit and Loss account will 
balance and be ruled, and the 
proprietor's Capital account 
will show his present pro- Q.^ 

Srietorship as shown by the 
•alance Sheet. 
The illustration at the - - 

right shows the Profit and 
Loss account and the account 
with W. A. Gordon, Capital, 
before the fifth entry has ^v 1 
been made, and the Profit (!h^^^/ 
and Loss and VV. A. Gordon 
Capital accounts after this 
entry has been made. 
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Closing the Inventory Account 

The inventory of merchandise at the close of the fiscal period may remain in the Purchases 
account throughout the next fiscal period, or it may be closed into the Purchases account at the 
beginning of the next period; the transfer of the inventory from the Inventory account to the Pur- 
chases account, whether made at the beginning or close of the fiscal period, should be through a gen- 
eral journal entry as illustrated on page 96. 



362 



APPENDIX B 




X •» < ^ * * 

/ / 

I 
I I 

J/ 









/^ r -» -* * ' 



I 
>/^ / /? y *9 ^ o 

%. J Ac W 




^<>^ v^/ 2^,i^d^h(Utr^/^/ 'f^ . / '^^ y ^ / ^, 



''f 



t u 




/ >J(^^ 









-=; 






^f 



'7 

\3/ 



1 



yij^ae 



^x'y^o 



V- 














/ ' -/ 



I'l 



(3 






/] 



^ >t.^a 



Illustration No. 157, Ledger Closed by Direct Method — Continued. 

The Above Accounts Before They are Closed are shown on page 73. It is necessary to open the 
Inventory account in connection with the closing entries because it is an asset which is not recorded. 
The process of closing these accounts is analyzed and explained on pages 360 and 361. 
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Illustration No. 158, Ledger Closed by Direct Method — Concluded. 



li is Customary to Balance the Capital Account after the ledger is closed and to carry the pres- 
ent capital down under date of the next business day. The illustration above shows the process 
of balancing W. A. Gordon's Capital account which appears at the bottom of page 72. 

The Profit and Loss Account contains a summary of the cost and income as shown by the State- 
ment of Profit and Loss. The account is opened at the close of the fiscal period in connection with 
the closing entries and closed when the profit is transferred to the Capital account, and remains 
closed throughout the period. 
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Illustration No. 159, Post-closing Trial Balance, Model Set 

The Equality of Debits and Credits is maintained in recording the closing entries; hence the 
ledger should be in balance if these entries have been made correctly. The Trial Balance in the illustra- 
tion is taken from the ledger accounts on pages 70, 71, 91 and 362. The accounts receivable and 
accounts payable are grouped and entered in one amount because none of these accounts in the 
ledger are aflfected by the closing. 



Appendix G 

INCOME TAX RETURN 

The Purpose of this Appendix is to explain briefly the income tax and to 
show the method of preparing the return for an individual, a partnership and a cor- 
poration on blanks provided by the Government. The student can see from the 
discussion and illustrations that when all the information needed is available, the 
preparation of the return is not a difficult problem. 

§ 365. Income Tax. There are three methods of taxation: (a) a percentage 
of the value of property, (b) a fixed amount for privilege granted, and (c) a per- 
centage of net income. Taxes collected on a property valuation basis are referred 
to as ^'property taxes;" taxes collected for privileges, as ''license" and "stamp 
tax;" taxes collected on income, as "income tax." The property owner submits 
a schedule of his property as a basis for taxation ; the one who wishes to secure a 
privilege pays in advance for the same and receives stamps or a receipt authorizing 
him to exercise the privilege granted thereby — that is, he receives a license to 
perform certain business transactions; the one who receives an income submits 
a schedule of his gross income and the deductions therefrom, as a basis for taxation. 

State, city and county governments usually levy taxes on property and privi- 
leges, though a few states have levied taxes on income. The tFnited States Gov- 
ernment levies taxes on privileges and income; privileges are granted through the 
sale of stamps, and the taxes on income are collected yearly. The full amount of 
the tax levied on income may be paid at the time the income tax return is pre- 
sented to the collector, or quarterly — one-fourth at the time the return is made 
and the balance in three equal installments. 

The income tax return is prepared by the taxpayer on a blank provided by 
the Government, and within seventy-five days from the close of the p)eriod which 
it covers. The official form contains two pages of instructions in addition to the 
pages required for the return. The taxpayer should retain a copy of the return; 
he removes the two pages of instructions from the blank before it is presented 
to the Collector of Internal Revenue. 

The discussion of income tax here refers to that levied by the United States Government. The 
states which levy taxes on income usually accept the report made to the Federal Government 
as a basis for taxation. The process of levying a tax on income by foreign governments is along the 
same line as that used by the United States Government. 

§ 367. Gross Income, as defined in Section 213 (a) of the 1921 Revenue 
Act, includes income derived from salaries, professional services, the operations 
of a business, or special transactions from which the taxpayer derives profit. The 
amount of all such items is to be included in the gross income for the taxable year 
as listed on the income tax return. 

Income from the operations of a business, income received as salary for services rendered, in- 
come from the rent of real estate owned by the taxpayer, interest on bonds, and dividends on stock 
owned by the taxpayer are examples of items composing gross income. 

§ 368. Exempt Income. The taxpayer is not required to pay tax on all 
income. Space will not permit a complete discussion of these exemptions here, 
but they are given in detail in Section 213 (b) of the 1921 Revenue Act, a compli- 
mentary copy of which will be provided any teacher of bookkeeping by the pub- 
lishers of this text. 

The proceeds of life insurance policies, the value of property acquired by gift, interest on the 
obligations of the United States (with certain exceptions), income from domestic building and loan 
associations (with certain exceptions), and the rental value of a dwelling house furnished a minister 
of the gospel are examples of exempt income. 
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§ 369. Deductions Allowed Individuals. Every individual taxpayer is 
allowed certain deductions from his gross income which are to be subtracted from 
the gross income to ascertain the net income on which he is to pay tax. He is also 
allowed a personal exemption of $1,000.00, if single; or $2,500.00 if married or 
the head of a family. These exemptions are given in detail in Sections 214 and 
216 of the 1921 Revenue Act. 

All the expenses necessary for the operation of a trade or business, including salaries, travel- 
ing expenses, rent, etc.; interest paid on borrowed capital; taxes paid to a city or state; losses sus- 
tained from failure to collect accounts receivable; losses sustained on account of the sale of prop- 
erty belonging to the taxpayer; a reasonable allowance for exhaustion, wear and tear of property 
used in the operations of the business of the taxpayer; and contributions to charity (by individuals 
only) are examples of the deductions allowed. 

§ 370. Deductions Not Allowed. The taxpayer cannot deduct all of his 
expenses from gross income in order to ascertain his net income. Items which are 
not deductible are given in Section 215 of the 1921 Revenue Act. 

Personal, living and family expenses, amounts paid for new buildings, improvements or better- 
ments, amounts expended in restoring property or in making good the exhaustion thereof, and 
amounts paid as premiums for life insurance are examples of deductions not allowed. 

§ 371. Individual Income Tax Return. Every individual having a net 
income of $1,000.00 or more, if single, or $2,000.00 or more, if married, or a gross 
income of $5,000.00 or more, must submit an income tax return showing the amount 
of his gross income and the deductions therefrom. The income of an individual 
may be derived from a salary, investment, or the profits resulting from the opera- 
tions of a business, as explained in § i. The return includes the income and de- 
ductions for one year, which may end December 31 or on any other date. 

Illustrations Nos. 160 and 16 x show the income tax return submitted by W. A. Gordon for the 
year ending August 31, 1922. This was prepared from the facts given in § 374. Illustrations Nos. 
162 and 163 contain instructions for preparing the income tax return. 

§ 372. Partnership Income Tax Return. A partnership is required to 
submit an income tax return at the conclusion of each fiscal period of twelve months, 
but the tax is paid by the individual partners. The information for the income 
tax return is obtained from the Statement of Profit and Loss prepared from the 
accounts resulting from the performance of business transactions during the year. 
The partnership is allowed the same deductions as the individual, with the ex- 
ception of contributions to charity. 

Illustrations Nos. 164 and 165 show the front and back of the partnership income tax return 
prepared from the Statement of Profit and Loss (Illustration No. 93) for C. W. Keeland & Co., a 
partnership composed of C. W. Keeland and A. D. Munson. The distribution of the expenses as 
given in Illustration No. 93 is not the same as that given on the income tax return; these changes 
are explained in § 375. 

§ 373. Corporation Income Tax Return. Every corporation is required to 
pay tax on its annual net income. The method of ascertaining its net income is ex- 
plained in Section 239 of the 1921 Revenue Act. The income tax return submitted 
by the corporation is signed by two officers of the corporation, usually the president 
and treasurer. 

Illustrations Nos. 168-171 show the front and back of both sheets of the income tax return 
prepared for a corporation. The information in this return is obtained from the Balance Sheet 
and Statement of Profit and Loss in Illustrations Nos. 130 and 131. 

§ 374. Explanation of Illustrations Nos. 160 and 161. W. A. Gordon 
operates a retail grocery business. His profits from the operations of this business 
are shown in the illustration on page 366. In addition to his income from the 
grocery business, Mr. Gordon has received $300.00 salary from the Peoples' In- 
surance Company for services as a member of the board of directors, $47.50 divi- 
dend on one share of stock in the Citizens Building and Loan Association, and $25.50 
interest on a Liberty Bond which he owns; his traveling expenses in connection 
with attending board meetings were $30.00, the taxes on his home, $35.50, and 
his contributions to charity, $50.00. The dividend and income from interest on 
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the Liberty Bonds are not shown in Illustration No. i6o because this income received 
by Mr. Gordon is exempt from taxation. The $30.00 expenses in connection 
with obtaining the salary of $300.00 is deducted because $270.00 is the net income 
received. The taxes paid by Mr. Gordon and contributions to charity are deducted 
from his net income because they are authorized deductions. 

The illustration below shows the Statement of Profit and Loss prepared from the income and 
cost accounts in the ledger 

W. A. GORDON 

Statement of Profit and Loss, August j/, IQ22 



Returns from Sales: 

Gross Sales 

Deduct Sales Returns 



i5»275.8o 
101.92 



Net Sales. 



Cost of Mdse. Sold: 

Mdse. Inventory 9/1/21 500.00 

Add Purchases 11 ,026.85 



1 5» 1 73.88 



Less Purchases Returns. 



11,526.85 
85.40 



of W. A. Gordon at the 
close of business August 31, 
1922. The transactions com- 
pleted by W. A. Gordon 
during the first two months 
during which he operated 
his grocery business, are 
given in the Model Set, 
Chapter VL A Statement 
of Profit and Loss prepared 
by his bookkeeper at the 
conclusion of the first two 
months is given in Illus- 
tration No. 42; the state- 
ment at the right is in the 
same fo^m but the amounts 
are different because it shows 
the costs and income and the 
net profit for twelve months. 
All the information needed in 
connection with the prepara- 
tion of the income tax return 
may be obtained from the 
Statement of Profit and Loss, 
but it is usually necessary to 
analyze some of the operat- 
ing accounts in order to show 
certain facts in regard to the 
cost of operation. In Illustration No. 161 the expenses are distributed as rent, taxes, insurance, 
salaries, delivery cost, advertising, and miscellaneous; this distribution is obtained from an analy- 
sis of the Expense account. 



Net Purchases Cost 

Less Mdse. Inventory 8/31/22. 



Net Cost of Mdse. Sold. 
Gross Profit on Sales. . . 



Operating Cost : 
Expense 



Net Profit. 



II.44I-45 
I.477-I5 



9.964.30 



5.209.58 



2,039.90 



3.169.68 



§ 375. Explanation of Illustrations Nos. 164 and 165. The business 
operated by C. W. Keeland & Co. is owned by C. W. Keeland and A. D. Munson. 
The results of operating the business during the year ending December 31, 1922 
are shown by the Statement of Profit and Loss (Illustration No. 93). The facts 
shown on the income tax return are the same as those shown on the Statement 
of Profit and Loss except that some of the expenses are analyzed. The salary paid 
one partner ($1,200.00) was debited to Selling Expense and the salary of the other 
partner ($1,200.00) was debited to Administrative Expense, but salaries paid 
partners must be shown as a separate item on the return. Purchases discount is 
deducted from the net cost of goods purchased, and sales discount from the net 
sales, instead of being shown as non-operating income and cost. The adjustment 
on page 2 of the return is necessary because the partnership paid a fine of $25.00 
(which was debited to Selling Expense) for one of its drivers who exceeded the 
speed limit, but this cannot be deducted as an expense on the return because it 
is one of the costs which are not deductible. Each partner will* be required to 
show his share of the net income on his individual income tax return, which will 
be prepared in the same form as that for W. A. Gordon, pages 367 and 368, except 
that the income received by each will be entered as Item 3 instead of Item 5. 



The purpose of illustrating a partnership income tax return is to show the student that the 
information desired by the Government is obtained from the Statement of Profit and Loss and not 
to explain the technicalities of the income tax law. The student should compare the above infor- 
mation with Illustrations Nos. 164 and 165 and the instructions in Illustrations Nos. 166 and 167. 
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VmrmlOMA 
U. a. IimaxAt Ri 



F1I£ RETURN 

WITH THE 

COLLECTOR OF 

INTERNAL 

REVENUE FOR 

YOUR DISTRICT 

ON OR BEFORE 

MARCH U, 1912 



INDIVIDUAL INCOME TAX RETURN 

FOR NET INCOMES OF NOT MORE THAN SS.00O 
For Calendar Year 1921 

Ik fcr leW b«B S ep.l._U J:.??A and mkd Am.-.. Sl^.. 1J?«? 

nqilT NAME AND AOOREaS PLAINLY MU>W 

W. A. Gordon, 



(Nmm) 

605 Main Street 



ji. — 



(StiMt Ukd Dwnbcr or rural route.) 

Ci ncinnat i. Hamilton. Ohip . 

(Pwtofllot.)' (Cfimtr.) " (SUte.)' 



Pt Hi wilt h iMnpia 

FIROT PAYMENT 



(CuhlCT'a Sump) 



CAW cmcK M.a 



OCCUPATION. PROFESSION, OR KIND OP BUSINESS 



.?.*$.^A1..5?.9j?.®?^7. 



Swly 
IS 




14 




IS 


A 


If 


B 


17 


C 


18 


D 


19 




20 




21 




22 


E 


23 


F 


24 


F 


25 


F 


8 




11 





INCOME. 



1. 6«lwi€i, Wara. GqmmifrioiMi, ete. 



(8UU BMM'Md addi Mi of ponoB f nMB WbMD fMdvod.) rMdP€4. 

Peoples I nauranoe Co mp any |. 300 .• op_. | 30.00 
Hamilton , Oh ig,* 



2. Intereit on Bank Deposits, Notes, Mortgagee, and Corporation Bonds -, 

S. Income from Paitncnhips, Fidudaries, etc. (Stoto n s m o o a fl o diI ioM of pwtaowhlpo, otc) 



4. Bents and Royalties _ 

5. Profit (or Umb) from Buainess or Pnlession (not including income from partnenhips).. 
C. Profit (or loss) irom Sale of Real Estate 

7. Profit (or loss) from Sale of Stocks, Bonds, etc 

8. Other Income (0x0171 dlvidaods fnan donoatJo eorponuioas aod IntsreM 00 oMltatlimii ol Uie 

U.S.) (State naturo of Inoovo) 



(*)...„ 



270 



3169 



00 



68 



9. Total Incomi in Imu I to 8 (Lmt losses shown above, if any) 

DEDUCTIONS. 

10. Interest Paid (not including inisrost deducted above) |8- — 

11. Taxes Paid (not including taxes deducted above) 

12. Losses by Flx», Stoim, etc 

18. Contributions 



14. Bad Debts (not including bad debts deducted above).. 
16. other Deductions Authoiiaed by Law. 

18. TOTAX. OF IlSMS 10 TO U 

17. Taxablb Nw Iwoom (It^m 9 minus Item IC) , 



35 



60 



50 



00 



3439 



68 



85 



1 



3354 



50 



18 



COMPUTATION OF TAX. 



18. Net Income (Item 17 above) 

19. Less Personal Exemption and Credit 

for Dependents 



20. Balance (Item 18 minus Item 19) 
CiMcfcs «il be icMflad if psjabb at fsff «l 



,3354 



2900 



IS ^^^ 



18 



00 



18 



'■OlfiM. 



21. Tkx Due (4^^ of Item 20).-. 

22. I.M1: Tax Paid at Source ... 
23. 



|«mIc« «Diiat()r or ^ ^ 



•fill* 
IIM) 



24. Balance Due (Item 21 minus 22 and 23). 

25. Tax Paid when FiUng Retgm 



18 



18 



18 



17 



17 



17 



»-iMa 



Illustration No. i6o, Page i of Individual Income Tax Return. 
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aCNIOUIJE A.-tXPLANATION OriTBM 4. (Rmia aa^ 


li»r»m— .)_ _^ 








1. Klad of pfopvtj. 




a.Cort.arllH«k 


a. AaoanC 


4. lUpilra. 


5. Dcprtdftttflo 
•Dd daptoUon. 


•■Othfr 


T. N«t profit 
(orta-l. 














..._. 





— — 


— — ~— — 




















™. 


■■■■■■ 


■«■>■ B 11 


,, ^,, , 



m»u 



lilt qf propwty lad how yoo fljuwd dapwctotka . 



SCHEDULE B.-EXI*LANATION OF ITEM B. (BuaiiMM or Pr«r*«alon.l 



Totel 



b«m 



TatalBi 



Grogs Sales. tl6,. £75. 80— Returns. $101.92 



Naff FaofiT (OB LoM) (Itpraitiil«itlMBiiiaol,«xplalD).^.~. 



15173 



18004120 



sa. 



.3169168. 



, Het purchases |ll^41. 4 5— inventory 8/31/22 J.1V477.16- 
Rent $780 .00 , taxes l7Ai-^P-^---^M^J^^°^. I^^^'^Q* salaries f 900. 00, deliv- 
ery oost_jl00^00x..MT.Q?.1iA9.J^gA..$.^P.A.^^^ 





SCHEDULE C.-EXPLANATION OF ITEM «. (Sal* of R. 


mI E«tat*.^ 












1. KJadefpropvtr. 


a. Dat* 

•oqulrad. 


1. Amount 
ncaiTcd. 


4. Coct. 


5. Mftrrh t, 1911, 


6. 8ub««qacDt 
ImproTciMots. 


7. DvprveiatioQ. 


8. Net proflt 
(or Ion). 






» 














"*■•■ ••"••-- 





















U Oflt ■oquirtd by pttwbMo, ■toto how ac quired 



SCHEDULE D.- EXPLANATION OF ITEM 7. (S«U of Stoch 


•, Bonda. vtc) 










L Ktaidofpropoity. 


L DaU 
Mqolnd. 


1. Cost. 


4. Harch 1.1913. 
T«lae. 


5. Aniount 
recr{\od. 


ft. Net profit 
(or Ion). 







• 












.....— 






• 


...... 



If act oaqiifcod by porchow, iteto how acqu lrad 



SCHEDULE E.-EXPLAh(ATION OF ITEM IX. (Lom»« by Fir*. Storm, otc.) 



1. Klad of proptrty. 


2. Cost, or March 
1, l9tS, raluo. 


X. DopreciaUoQ 
previously taken. 


4. StfTafo raJoe. 


5. InTO««iio>. 


1 %. Net Ion. 



























•-•*•• 






............ 


.^.~ 



aCi4EDULE P.-EXFLANATION OF DEDUCTIONS CLAIMED IN ITEMS 1, 13, 14, 



It.) 



Item..l: traveling expenses incidental ,to Attending Board..ptt9.$>>.j.ngg... 

It em 13 : ffontri'butions . to...Com^^ CheBt . 



L Aro yoQ a dtUten or 
midot ol tho Unltod 
Statast 

4. WMawparatd 

ntmn filed by your TT r\ 

hnsboad or wllaT ^S.y.. 



3. If you flicd a return for 

jr.e.3.. JS&*^Jri^*?i! Mn.clnna.tl.,...Qhi.o.. 



5. Itthlsajuiat 
return o( husband 
.. andwUa? 



If t^ itatr: 
(a) Kxcmption 
dalnud, I. 



(6) Nam* and addreas 
tillered at head of 
that return 



.Jlft. 



fi. Wer« yoo maniad tad llTlng with husband V a Q ^-^^ °°^t **r» you oo the \\\\ Any of your tixnbie period supporting one or mora parvxis 

or wife OD the iMt day of your taxable period 7 .-t.^H.... livlnc In your household v/ho are closely rcUted to you by blood, marrlace, or adoptlooT-^ 

7. How many dependent porwBS (other than husband or wife) under IS years of age or incapable of Klf-support beeausa r\v] p r> V> *{ 1 f1 

DMBtaUy or phyuealiy dafcctlva wan reoetvini their chief cupport from you on the laat day of your taxablo pariodr ...... ..xi.lH...bli£^ab.2^......~^.~i.. 

t. State amount of di^ldrads recelTed 0. Stata amount of 10. Stato amount of tntenst received on 

from domestlo eorporatioiu (Including InterMt received on other oblintlons of the Vnitcd States 

dividends received through partner- 100.00 Victory Liberty A7 "^0 (except Liberty Donrlj) on a principal OK Kn 

■hips, ( )d»ciarlM. »tc.) t...--.V.r....r.X- Loan 4}% Notrs ..■ t.. -. !?.-. '-T.!: .. in 9 xc*-^ of V./HW %....ff.Y..\,Y!y.. 

I IWXAR (or afflrm) that thli return, (ncluclinc the aroumpanyinf; .<<<hedules and M:it«m< nt\ (i( anv),bas boon cx&inine'l by me, h.i'I, to Die l>o\t o( my knowiedgo 
Md bailef, Is a trua and eompleta return, made in good faitU. (or the taxable period as suted, punuant to tho Revenue Act of 1931 and tba Regiilations ususd under 
MtbMlty thcraoL 



<U Ntura H M*d. by mtmX, tk. raeaia titnalM avat b. Mated m Uua lia*.) 



Swora to and attbeeifhad bafbra mo this day of . 



(BtctJttnr. ol iodividaal or tt/mx ) 



»f .Acer mdMlatotariac ealk.) 

(Aa a sn a n dad ratum 



(TiU«.) 

WpUlaly 



UMfl 



(AddreM o( iBitirtJiwI of fnX ) 

•f tha rotisra.) 



KHM 
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INSTRUCTIONS FOR INDIVIDUAL RETURN 






•d or RflttTxtlvdr noJvfd, nch u buk Urtintt in^d 
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U. ■. IitnaMAi Re 



THIS McnmN WOUtD 

■B riUO HOT LATn 

THAN TMK ism DAY 

or THl THOID IMNTK 

rOUjOWIMC THE CUMB 

or THK ACCOUNTmO 



NiiiB»»nnHLai^ 

FOR CALENDAR YEAR 11X2 



Orfwpwtoa 



., mil and midad 



,!«» 



nUNT NAMX AND ADOHHJ rUUtlLY KUm 

_C. W. r««land_A Co., 
£08 CoBiMroo 8tr««t, 



Clnoirmatl, Ohio. 



D»Hl 



ib*b 



KIND or BUMI 



4t«f 11 ya«d * nd Co*l 



tTATV WHETHER PARTNEMMr 0« OOWOKATMN 



P> rtnTEhlp 



aCHEBULB A-mCOMB TO BE ACOOUimO POK BY 



I MBI flf ynsi MU« ttBCMMViS M I 



1. 

4. 
1. 
•. 

1. DivUM^ 
1. INvi4«i^ 

Wl'OlkwlMMI 

IL Totai. 



AD_ 



Jft 



...19 



3£8 



7.6 
8£ 



Aa)__ 



•u 



)(Mt 



ilM4l.8cka4>iteC). 



to Mitu Mly (aMMk 



•VMI). 



Al). 



At). 



or Itm 1 TO W 



•■ likwtx BMdi) (aMMk Bctetel* AlO). 



8 



163 



98 



♦fi. 



U. !■> ■■■ (( 

U. Omi] 

U. 

U. 

IT. 
U. 

»•• 

ifWw 



to IliM » tfcwi, cr «rito4 fcr 
to «tetovtr loim yali 
.) Uttodi ■*bit«li A14) 
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AM). 

AIT) 
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AU).. 



) (MMk ackalHto AM) . 



A3t) 



i - 
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z 


400 







W 







108 







_6? 








.23. 







.?!?.. 









89. 
00 

19 

06 

00 

£0 



J 



309 



UtoIQ.. 
Im 11 lima Itbm tl..- 
mUmommimtt* 



tovMf H (tftock 8cfcad«l« ASS) 
K tMWi iiiiilili 1 1 >y aw. itom, tte. (rtteck 8cfc«<il« AH). EKtoad dUhram totwwi 
»■ Kw UBom TO ■■ AccopnTBD w>« ar Miifr— (It»m tt winn Itw 24 tmrnama) 



js) U 

mmmttlttamXlmiU 1 



.3 i 8.89 



41 



77 



..4.419J.64, 



8CHBOULE B-FARTNERV OR STOOCMOLDERS' SHARES Or INCOME AND CREOITS. 

BbIv bob* (IM dMN of ■•( toeoaM (wlMthar dtabtbwtod or ooi) a< tocb ■ — bt r M Uio port— ifcip oc otockhoMw <t Ihoponoool wrvko corpomtiM (ascopt totorMl mi obUgO' 
lioM el Ik* Umlotf SloiM), wck pMlaw't or alacklMldw'adMn o4 Mf tocoMO tu poU ot tovtco oo tax-b«o cov«MBt booda, lad uv tocooM lad paaito Uxm poi4 by Ik* p*rta«n&| 
«f cerpontiao to • fomto eowBiry or to » poMiwi— «l tb« Uadtod Stoto*. (Bo* ng* 1 of lD*tnictloM. p»n(npk* t to 14. toehMr*.) 
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til 



nunmwmAMD 



GINEIUL INSTKUCnONS. 



MAKI A 



VICB OORKNUnOMS 
UTURN or INOOMI. 



RBQUIMDTO 



I. AvfMrtUft.— Ev«7 ptftiMnhip, wMhw deoMitM or 
doiag hnrniMt in Um Uaitwl SUtw moit auka • Mtim of 
Qm fona nfMrdbtv of Um amoiai of iti gnm or not iaoaiBo. (Soo Sae- 
IMW 218 oad 324 of SonBM Aei of 1931.) 

3. Fencnal atrwiet ctrftimlitmt. — ^ETory p<wand Mrrioo cocponition 
BBiBl mako • ntm at iacoao oo thk form nftitiloH of tbo oBovDt of ito 
fro« or Bot ineoiM. (8m Soetion 218 of Romao Ad of 1921.) 

3. Pano n a l ttrviet carformtion de^bud.—iyM tonn "poimul mttko 
eorporktion" Booaoft eofpontioD, net mxfimAj oadwltd. Um beoBM ol 
wbieh M dorivod from • |»«fo«ton or buiinmi (a) whick eooiiito pria- 
dpoHj of rMtdoriag ponooAl Mrrioo, (jk) Um ooniiafi of whkh an to bo 
McrilMd primorily to Um oetivitiM of Uw priaoipol owaan or tloek- 
hoidan, lad U) ia which Um aaployaMBt of capital ia aot aaeaaaary or 
iaoaljriaddeatal. (SMSactum 300,panfraph5,]UT«aa Aetof 1931.) 

4. Corfonai»»» aduM.—Tht foUowing elaMM of oofporatieoa ara 
axpiMdy aMlndad from olamitMUon m pvaonal ■aii ica oofporatioaa: 
(a) Foraifn oorporatioaa; d) eorpontioiia 60 par oat or bmn of whoM 
poa iaeooM oooaitta of gaiaa, proflta, or iaeoaa d«riTad f^om trndJag m a 
priaeipal; aad (c) eorporaUooa 90 per coat or mora of whoM grvi iaoooM 
eooaiata of (aiaa, profila, coaamianooa, or othar iaeooM darivad from a 
QoTonuaaat coatract or eoatracta aiada batwaan Afiri 8, 1917, aad 
Norambar 11, 1918, iaduaiTa. 

A oorporatMD ia aot a poaoaal avriM oorporation maral^ baMOM 
laH thaa 50 par c«et of ita |^om iocooM VM darivad fnam tradiag m a 
priaeipal or fixia Qoranuaant ooatracta. A ooiporatioQ eaa aot ba 
eooaidtrad a pafaoaal aanrioa eorpontioa ii^aa aaothar oofporation owoa 
or eootrola avbataatiallj aD of ita at04^ or iHmb aubataaUally all of ita 
•took aad of tbo atoek of aaotbar oorporation. (aot itaalf a paraonal 
aarrka eofporatloa) foraiag part of tha aaaM boaaaM antarpriM ia 
ovoad or eootroUad hj tha aaoM iatanata. CSm SMtiooa 300 aad 240 
of tha Raranva Act of 1931.) 

5. Jfar* A«n an« fttiaiiwM.— A oorporation angagad ia two or mora 
pfofaMioaa or bnaiaaaMa whidi ara aiora or Um raUtad, Ona of which 
doM not eonaiat of rmdMing panonal a«Tiea, b aot a parMoal aarriM 
ooiporation oalaM tiM aonpenonal aarriea alwiit ia aagligibla or nunlj 
iaeidaatal aad ao oppreeiabla part of ita aaraiafi ara to ba aacribod to 
an^ aovroaa. (Sm abo Saetioo 303 <rf tha Raranna Act of 1921.) 

8. AeHmHu tf •faeUaUcrt.— Ia datanniatng whathar a oorporataon 
ii a pawonal aarriea corporation, ao waight can ba giran to'tha fact that 
it rrndara paiaonal aarrioM onlaH («) tha priaeipal ownaia or atoek- 
holdata ara ragolariy aogagod ia tha aetiva emduct of ita affain, and ara 
angagad in aoeh a manner that tha aaming* ara to ba aaenbod primarily 
to their aetivitiaa, aad (ft) ita affaiia ara eondnctad principally by Mch 
or atockholden. If amployoM eoBtributa aubstantiaUy to tha 
radarad by a corporation, it ia not a panonal Mrriea corporation 
in araiy caM in whidi aarrioM ara ao rendered tha raloa of and the 
oompanMtion charged for aach aarrioM aia to be attributed primarily to 
tha axparienca or ekill of tha principal ownera or atockhdderB. 

7. Slodt tnferat ef ocfiaa awai&era. — ^No corporation or ita ownera 
or atockh ol d a ia ahall inaka a return in tha fiiat inatanee on the baaia of ita 
being a panonal aarrioe corporation unlaM at loMt 80 par cant of ita atock 
ia h^ by thoM ragularly engaged in the aetira conduct of ila affairs. 

8. OifilaL — In (^Jannining whether a corporation ia a paraonal 
aarriea oofporation, no waight oan ba given to the fact that the inToated 
capital of the corporation nndar Title III of the Act or tha actual ioTMt- 
ment <rf the principal ownera or •toekholdcn ia comparatively amall. 
If the UM of capital ia neceaHry or mora than incidental, capital it a 
matarial inoooM-prodacing factor and tha corporation ia not a peraonal 
aanrioa oorporation. 

iNsntucnoNs for nixiNO in bcmeduu b, pace i. 

9. Tliia Schedule ia to be uaad for ahowing the ahara of each partner or 
Itoekholdar in the income of the partoerahip or peraonal aarrioe corporation, 
whathar diatribntad or not. Where tha ownenhip of a peraonal aerrim 
corporation hM changed during tUi accounting period, tha diatributed 
portion of the net inoomo ia taxable to the raeipianta, while the undia- 
tributad portion ia taxable to' the ownen m at tba and of the aoooonting 
panod. 

10. Enter on linM (a), (ft), (e). etc., the proportionata amount of the 
totals ahown in columns 3 and 4 to which each indiTidual partner or 
■tockholdor ia entitled, whether distributed or not. If the amount to be 
entered in column 4 is a loes, the amount ahoold ba in4>fatad by red ink 
or aminos sign. 

II. If Um partnerdup or personal aarriea oorporation receired 
diractiy or through another partnership, poTMnal serriee corporation, or a 
fiduciary, interHt on corporation bonds containing a oUum by which 
tha debtor corporation agraM to pay Um intarMt without any deduction 



for lazna, aad thara wara filed with each tntareat eoopooa a wUta eartifieate, 
Form 1000, not claiming exemption, a tax of 2 par oant wm paid at the 
aoai«e,aBd thia tax ahonid be allooatad to tha OMnbera or atockholdaia in 
eoliuaii 5. 

12. If any amount la antarad ia eolnmn 8, a eopy of Form 1116, 
eooplaCaly filled ia aad awom to or alBrmad, moat be anlmitted with 
thia raCara. If aoeh taxM hara baaa paid, Form 1118 mnat hare 
attaehad to it tha receipt or othar evidenM of eadi ouch tax payment 
If aoeh taxai have baaa acemad, Form 1 1 18 most have attached to it 
a eopy of tha raton on whkh aach aaah aceraad tax wm baaed, or other 
M to tha aecraal of taxaa. 

IS. Whan a credit ia'cUmwl on Form 1040 or Form 1040A for 
taxaa, tha Cbmmiaaioaer may, m a eoodition pcaoadant to tha 
allowanM of auch endit, raqmrs tha taxpayer to gira a bond (Form 
1117), with BoretiM aatiafaetory to and to be ap pro^ by him, in auch 
penal lum m ba may rsquirs, ooaditioaad for tlM payment by tha tax- 
payer of aay amooat of taxM found dae if tbo taxM whan paid differ 
tnm tha amoont claimed in raapect thereof. 



nmnn' on ukrty 



ETC. 



14. In oaM tha partaenhtp or paraonal aarrioe eerporation owned 
liberty Bonda or other obligationa of tha United SutM bened ainoe 
September 1, 1917 (oxeept Victory liberty Loan 8}% NotM, aad poatal 
MTity oartifloatM of dapoeit). or a ahara. of Umm obligaUooa held by 
another parbunhip, fparaonel aanrtoa corporation, or a fiduoiary. tha 
partnenhip or paraonal aarriM corporation ahoold adnn aach partner 
or atockhoUar m to hb p roportionata amoont of thoM obligationa and tha 
intanat thereon, In order that tha partner or etoekhdder may datefmine 
triMthar tha intarMt b taxable on hb indlridual inooma-tax latum. 



18. Tha aeeooatiag period b the cabndar year andiag Daeambor 81, 
1921, ta tha fiaeal jMr ending on tha bat day of any month other than 
Daeamber in the c^endar year 1921. Tha aeoouating period Mtabliahed 
for tha year immadiataly praoading mnat ba adhered to, nnlam panua* 
aioa WM reeeired from the OommiaaiaiMr to make a dtaaga. 

18. If a partnership or corporation changM ita aooooatii^ pariod, 
it shall M aoon m poaaibla give to the oolbetor for transmieaion to tha 
Oommiseianar writtan'nottM of aneh change and of ita rseeona therefor. 
Upon approTal by tha Oommiaaioner, tha taxpayer ahall thereafter make 
hb retuma upon tha baab of tha new aeoounting period. (Sm Sactiooa 
212 (0 and 228, RaTenne Act of 1921.) 

TIME AND PLACE PMt PIUNG. 

17. Retuma mwt be aent to the Colbetor of Internal Raranoa for tha 
dbtriet in which the partnanhip's or corporation's principal plaM of 
bueinala b Iocate<|, m aa to roach the OoUactor's ofBM on or b^ore the 
lith day of tha third month following tha doM of tBa aocoonting period. 

SIGNATUUS AND VEKIPICATIOII. 

18. Retuma of partnershipe muat be awom to by a mamber of tha 
psrtnenhip. Corporation relume must be sworn to by tha premdent, viM 
pmident, or other principal oflioer and by tha troMurer or aesbtant 
trewurer of the oorporation. If receivers, troateM in bankraptey, or 
aesignoM are operating the proporty or biiainaw of tha partooship or 
corporation, auch receivers, traetaM, or aaaignoM ahall axeeuta tha return 
under oath. 

PENALTY FOR FAnjUlE TO FOE RmHtN ON TIME. 

19. A penalty of not more than 81,000 attaelMs for faBura to fib a 
Yetura within the time required by Uw. If the failure b willful or an 
attempt b made to defMt or evade the tax, the petulty b an amount 
not in oxcen of 810,000 or imprisonment for not more than ona year, or 
both, together with CMte of proeeeotion. 

INFORMATION AT TME BOURCS. 

20. Every oorporation nuking paymenia of saUriM, wagM, mtarmt, 
rent, commiMiona, or other fixed or ^ateiminable inoome of 81,000 or 
more during the calendar year, to any individual or partnership, b r»- 
qoired to make a true and aoeorate ratum to the Oommieaioner of Intemal 
Revenue, showing the nature and sourM of such paymenta and the name 
and addreM of the recipient. Forms 1008 and 1090, for reporting such 
informaUon, will be furnished by any collector of interna! revenue. Such 
retuma of information covering tha calendar jrear 1921 moat be forwarded 
to the Oommiseianer of Intemal Raaenue, Sorting Section, Washington, 
D. C, in Ume to be raeeired not later thaa March 16, 1923. 



■— lltW 



Illustration No. i66, Page i of Instructions for Partnership Return. 
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SCHEDULES TO BE FURNISHED IN SUPPORT OP ITEMS IN SCHEDUU A. 



Th» tdwIulM calkd for bdow should be |Hiep«red and finaly atiadwd to IIm rtUm. 
SdMdnUAwhidiitnplMBa. Mika ■chedul— on pep<r d mufeim iiw, to turn pgactieehb^ 
• lirt of ichoddM MoomiMnjing th* reiani, giviiig for ottoh • briaf titU and ■Aoduli w^Ur. 



■■oh ichodaU wiih Ik* 
«tar Um oune aad MldnM 



«f Um itaaa in 
Altech 



•CHBNJU Alt COST OT GOODS 90U». EXCLUIIVX OT 
UPAIIIS. AND OTOKK ITIMS CAIXEO FOR SVAlUnLY. 



If ytm an m^ttti >■ ft 
Uu 
IfiUMftputolAk 



iBvkkklfc* 

hctar, («} 



Ite OrfUcfOT el Ii 
tiai.Md(») 



(1) Ooat o( BUKkudlM bMikt lor altb 

eoit, gMoptec Minor Ummt ia om 
(S) nMlaTwlci7ktb«|iaaiagol7«r. 
(4) Total ol ItaM 1 1* S, iaeiwivr. 
(9) L— toy tary »t <a<l «l yr. 
(«) CMoliMdaMM, IlMlBiaHlMiS. 



acHBDUu ASi CKoas mooia fkom sukvicis ok oraunom 

OTHER THAN TRADING OR MANUFACTURING. LOS AUjOWANCn. 



ul ol tk* iriadpal 



lUtai b«laK gnnpad la ea« 



•CfODULS All DIVIOINDB SUUBCT TO MIRTAX ONLY. 

••tahaKWd«toriwwli«lk«iwatfwalv<riM4Md«Bdt(a) baa mA 

Act dim. CI (ft) boa MfA lM«ifB corpantkB «lMa it !■ ihOTrB l9 tka 
OaBaWwar llMt Bota Ihu 90 p« caatota el Ik* gmi iacoa* «( 
kr tke 1kn»Ttar p«ied «dlM with ih* clen e( ito tai*M«yai 
el aMh diTidaadt (or kr MKil part af iBA perfid M Ike eorparaiMB k» be« In 
«H d«i«ad baa mucM vtlkla Ike Uailod Stala OS detanuaed aadar Ike 
SlToltkeAct 



aflka 



KHEOULB Ati DIVIDIND8 lUafCCT TO BOTH NORMAL AND SURTAX. 



AI7i RAD 




, vkkk kaia keaa 
hi aiinklM md ikhnail iill allliia Iko ai iiwiaH^ paitid, at 
« kia boea added ta a raam lor kad dekia vttkla On year. 

IlikeawMatoalmd la Ilea IT, Sckedoie A. to aa additfaa te a laaarv*. teatak 
fwd alike i—BMklaaiarf Ike aaaaat. (See Seclka IM (c) I el Ike Revaac* Act 
allML} 



AUi IXHAUVnON. WIAR AND TIAR d 
laorfaaavka 



tahaya 



Sabalt a Kkedul* riavii« dlTidaada aakiact t* bolk 
faedvad baa farel|B or doaw Ue eorpanllea% aad wkkk 
Bectlea m al tko Rrrtaae Act ol MBl. 



aCHIDUU AMI OrnOR INCOME (aet Inaludliif eny 
ef eapitel aaaala ee arfeeaOi 



«Hli 



aaekednl* 
Ike 



Ike aaaite, 

kaiof paaped la < 



al Ike pilBcipal llaaa 



aCMEDULE AUi ORDINARY AND NECERSARY EXPENSES (« 




A). 



■kowlac charactar aa 

baiag (MNipad la aaa i 



■I ol Ike priacipal ilaa tKladod 



SCHEDULS AUi CO M PEN S ATION OF PARTNERS OR SHAREHOLDERS. 

Sateitaaekediila 



lor cack iMabor el ikr paitaaibip a ainrtkaida al tka 

■ctira MTvic* or wkoraravad coapoaalioa ia aay lora 
t tka partaaaklpa taipa » tt u B. (o) aaaia. (» dntta, (0 tiaa derDlad m aacb daliea, 
(rf) total ceapaaattBa fcr Iko accMsliac patod. A paaoaal aa«li 
alwexplalahdlylkoaaaaaaaddapMUvkkk Ika aaraiafi al dke i 
it oa Ike aetiviiiM ol tke ateckkrddarfc 



SCHEDULE A14i REPAIRS 



Babalt a akodolo tkowiaf tka natiwa and aaaiuit ol Ike priacipal ilaaa iadaded 
ka adaa Uaaa hoiay poupad ia oaa aaoaal. 

lacUaatal lap^in. wkich do not add to Ike «alu« a apprariably prokat ika Ufa of 
piupatj , are dadactiblo a axpoaao. Ezponditara br bow biiUdingi w kr | 
laprewaaaak a beUanaaDtt wUrh torroai th* value o( Ika property are 
ta capital acceaat. Kipcadilaa kr rartaiai a replacuif proporty ara aot dadactiblo 
aada Ikta a any otka ilea ol iko ratura. Sock aipondiura an ckaigaahle to capital 
Mcovat a to dopratiatioa raavaa, dapeadiag oa tke I w a f ea t ol dapaeciatioa ea Ike 
koola ol tke laxpaya. 

SCHEDULE AUi INTEREST. 

Bukait a detailed ickodule vitk rwpect to intaal paid a ctediltd to any memka. 
Slato tke ckanctar and origia ot tko principal oa vkitk tko ialorat was conpated, aad 
wkatka mch prinrlpol ii ctidrnt «<1 by noto* or oiha IcntM U coabact. DoKiiba MIy. 

Tka anouol ol tolmMt dcditrt ibir aoda lutn 1ft, SHMdaie A. ia tko aawaBt ol iatORal 
paid a accruod wiihio the tasabl* yrv oa isdebliNliMa, cscvpl on iadobtodaaa i aan ad 
a cpoUfiuod to puivkup a carry oi>li(alion* or ■I'cunUM (otba tbaa oMigatkiiiB ol Ika 
Uutod Stata iau<J all«r Soptembtrr IM, 1617, and on(iaaUy Mtbacnbcd la by Ike lai- 
paya) Ik* InUTtot upon wki^k ia vhoU>- oxMnpt Irooi taaatioa. 

SCHEDULE Aid TAXES. 

Bttbaut a kImmIuIc •h<>inaR las«-o paid a acr ni cd vitkia tko laiable yaw oictpt 
(«) iaooao, WBf ptofita aad cuta prufiu Usc« impacd by tko aadHrity ol tke Ualtad 
Stela, (6) to iDuch o( Iba ioitirnr, var profiU and (xcaa proflta laxoa, iapoord by tka 
awlkority ol aay (orci^n rovctry or pnaiaiun of Iko Uaiud Staira, m ia aHotfvd a a 
eradit nadrr S« ii«n ^J?, RrvrDW A< t ol IKl, (<) taxa aiwaw J a«aiBM local hoiwfito ol 
a kind U-B(lii.j[ lt> tncn/ur Ut<- \jtli> ■ 'A lh» pn>p>.Tly «— fd. and liT, laica iiapoard npon 
tka taxpa>pr uyca t.ii iiit<r>-«t tf (turf hcldcr or in«TOl»r of a caporaiioa, vbick aa paid 
by tko corporaiton »-ii>i»ui reuul-urarnicol Iron tko taspaya. 



reafbawial p ii ^tj lke 

(1) KladelpwyaiyQIkaOdl^imtaliaalatklel^Mckcoaalrartad). 

(I) Datoac^prind. 

(J) Afa aWa waaiiad. 

(4) Oaa, a if at^piiad pfkr to Maak f . MIX Ike hir ^ik 

(i) Pl e k e kl i Uh aha acq alna oat. 

(«) laeaat al dipwektka ckanad eg Ikk year. 

(7) Tetal aaaaai el dapractoltoa ckaiad eC provkvi to tkk 
Tke total lanialrktaidia Ikk abedaloikealdtMiiiiaadwiik Ika <nia 
la tka bakaa rfMal. 

If akaotoMeaM k a kctor ia dalaaiaiai ymv Ai4aetiaa, aMack a 
Ike aaaaalflaiaadkr Ika aecaaaH^ patod aad Iko baadaoawkidi 
Tka aaaaal dadaetiMe ea accowat ^l d«prN»atiaa k aa aaeart 
kiily aaaaNa ika ka dariaf Ike aceaualiaf paied ia tka valaa ol pkyaical pnyarty ky 
waaaa d aik aaa l ka. aar. laar. aad aha n la f l a c a. Backaaaaaaatikoaldbodttaaiaod 
oa Ika baak al Ik* eaal d Ika praparty , a il arqeind pria le Uaak 1 , 19 1 S. Ika kit aarkat 
valaa aa tket dtfi aad tka pakaMi aoaka ol yaaa caaatitabaf ito bk Um c^tal 
■^ to ke w pl a ad Aaald ke cka^^ad eff p«a tko pwkablo bk al Ika propaty alika ia 
aqaal aaaaal iBBkllaata a ia imaikari aftk aay alka acofalaod Owk pfarltce, aacb 
ae aaappatioaaaat alike rapltalB—enaaatk el peadacliaa. Wk e tova pka a aatkad 
ol appartlaaaial k adapted mart ke WMeaakli aad dMvId ke daoikod la Ike ataim. 
Stocki. kaadm aaa Uka aavUia an a»l aibjacl to aakaaalka. aaar aad toar wttkia Ik* 

rafllalav. 




SCHEDULE Alt! DEPLETION. 



If a dedaclka k rlalaad ea aeeeaal «t deplelka, aenaa boa Ike Collector F^na D 
(alaaak), Fan K (c«al), Poim F (akceUaaeowi aoaaatab). Faa (oO aad pm\ « 
Fora T (llakar), Ul la aad Ua «ltk latara. K coaqdato vataetka data kw baoa ikd 
«ilk qaaatfaaaalra ia pravhaa yaai^ Ibaa Ik atlk ikk ntara laiaaattoa aai waij to 
Irrli pur Iq-lrfifi -rfctlTli if tr jiiti. rrnlat frrtl' >■ >iil1 i tnnn aa l if iH tia aia Tia a 
■ dedactkaa a additiwa to nlae ol pkyikal aaak vitk oapkMlHa ol ko« 
I dedaettaa kr Ike accoaall^ period kaa baea detaraiaad. Ia caa ol liaka 
1 badeae by Ullac la Fam T (Uabar). 

A»i AMORTIZATION OP WAR PAOLITIES. 

Ia OM a dadacska k cklaad oa aocant al aaortkatioa, a Kkodak akoald ke iuk- 
adttod cealaiatag Ike iafcraMtka eaUod fa ia Oaide Faa U07M, vkuk oaplaiaa la 
detail Ike aaaaaia wkkk a ckia el Ikk aataia ibeald be paaaaled. Aeopyoltkk 
faaaaykeaktaiaedbaalkeCaaaiailMMr. (See Sertka H4 (e) 9 ol Ike Revaaaa Act 
oflfllL) 



SCHEDUU Aai PROPIT OR UMB ON SALES OP CAPITAL 



AND 



Sakattaaebedalela 



kraacki 



0) KladalptvptrtF. 

(DDato . 

(9) Bakprie*. 

(4) Oat, 

(i) Fkifaarfcatwlaaaa Merck I. i9U, If acqakad pria tolfcil dale. 

(9) Coa of aakaqaaat lapKrvvaaatk 

(7) Dopradallea. 

(9) NapNdt(akaV 

(9) Aaeaatiaceiaaaal wkkk rapraaak flood will. Uaajr. 
If aay ol Ike aaata 4aa acqaifad prkr to Maick 1, 1913, 



la caa al aickaafle of p i itpaly . rabalt evideace 
airiviafl a Ike kir aarket value al ike papaty neaivad. 



Ik* bak UMd la 



Aakadak 
a «f P'Paty 



AMI LOSSES SUSTAINED BY FIRE. STORM. ETC. 

to Ik* oae laqaerted akev* tkiMld ba nbautiod witk tapwt to 



arfalat boa dia. alona, ikipwiack, a oika canalty, a Croa Ikaft. 
kr by iaaaaace a albonriaa, aieept Ikat caloaa 9 ikoold okow 
of "Seto priea." 




CAPITAL EMPLOYED IN 

iheat (Sckeduk D) of a ponnial aarvica carporatfoa litiiirthT tkal a 

t ct capital (ia vorted a Uaiu aa d ) ii aaploxiid ia Ik* tiiiainaa. aabaait a 

pUakc «ky Ik* aapkyBoatofMKk capital k iocidoatal aad aol 



WORKING PAPERS. 

E vary paitaanklp a capentiea Aeuld proBare, avBtkkk fcr iaipectke by a N vaaoe 
; wakiog papan akowiat — 

I. Tke balaace ia aarb accouni at iho pataatiAip'i a carpocalka'a books (bat 
waa aad la proparlBg ^brdulc A. 

L Ike aaouat deducted ttaa oack lurk balaaco on account of aacb cka of aon- 
taxabk iacvae, VDaUowmMo dadu< tioaa, and otka adjataMPOU ladicatod 
ia Scbaduk C, wiik a rvfercnfo to tka number of tke itaa in Bckoduk C la 
wkick eeck aatount n> d««Juctud va larludfd. 

9. Tko ramaindor of M<-h fu<k faalaocv, aaalytod to ikow tke aoMaat iacludod 
in cark Itm of Bcbodaia A, wtib a aforeoca to tke nuaba ol tka item ia 
Bchadule A. a-tita 



Illustration No. 167, Page 2 of Instructions for Partnership Return. 
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Illustration No. l68, Page i of Corporation Income Tax Return. 
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Illustration No. 171, Page 4 of Corporation Income Tax Return. 



ALPHABETICAL INDEX 



Page 

A. B. A. Check, § 83 113 

Acceptance, § 92, ^ i 121 

Account, Defined, §12 9 

Accounting, Defined, § iii I39 

Account Sales, § 231 240 

Accounts Payable, § 28 22 

Accounts Payable Account, {{ 163, 

309 172, 280 

Accounts Peculiar to a Corporation, §§ 265- 

275 256-260 

Accounts Peculiar to a Partnership, § 121 . . 142 

Accounts Receivable, § 27 21 

Accounts Receivable Account, {§ 161, 

308 169, 280 

Accounts with Merchandise, § 138 155 

Accrued Interest Cost, § 201 209 

Accrued Interest Cost Account, { 202 210 

Accrued Interest Earned, § 193 205 

Accrued Interest Earned Account, § 194. . . 205 

Accrued Wages, I 197 207 

Accrued Wages Account, § 198 207 

Adjusting Entries, § 46, If 4, § 217 56, 219 

Administrative Expense Account, § 155 165 

Admission of a Partner, §118 142 

Advertising Cost, i 289 273 

Advertising Expense Account, § 290 273 

Advertising Material Account, § 291 273 

Agencies, §300 277 

Agent's Account with Principal, § 301 277 

Agreement of Principal's and Agent's Ac- 
counts, § 303 278 

Analysis of Closing Entries 94i 95i 9^ 

Analytical Statement, § 323 300 

Arrangement of Accounts, § 190 202 

Articles of Copartnership, § 115 140 

Ascertaining Cost of Goods Manufactured 

and Sold, § 337 321 

Ascertaining the Profit or Loss, § 48 77 

Assessment, § 257 253 

Asset, §3 5 

Authorized Capital Stock Sold at Time of 

Organization, § 284 265 

Auxiliary Book, § 171 181 

Balance of an Account, § 12 9 

Balance Sheet, §i 50, 219 79, 222 

Balancing an Account, § 61 89 

Bank, Defined, § 71 107 

Opening an Account with, § 72 107 

Bank Draft, Defined, § 81 112 

Bar Graph, § 346 331 

Bill, Defined, § 68 102 

Bill of Lading, § 179 190 

Bond, § 259 253 

Bonds Payable Account, § 274 259 

Book of Original Entry, Defined, § 21 14 

Bookkeeping, Defined, §§8, iii 7, 139 

Books of Account for Mercantile Business, 

§311 283 

Books of Account Peculiar to a Corpora- 
tion, §§ 276-283 261-264 

Books of Account with Special Columns .284-292 
Branch Store Account, § 305 279 



Page 

Branch Store Accounting, § 304 278 

Branch Store Inventory Account, § 306. . . . 279 

Building Expense Account, § 156 165 

Buildings Account, § 135 151 

Business, §2 5 

Purpose of Organizing a, § 137 155 

Business Forms and Accounts for Consign- 
ments, S 229 239 

Business Form or Voucher, § 63 99 

Filing, § 70 104 

Use of, § 64 99 

Business Letter, § 177 189 

Business Transaction, Defined, § 7 6 

How Recorded, §311 283 

Buying Expense Account, § 151 163 



Capital, §§ 33, 109, 114 32, 130, 140 

Capital Accounts, §§ 34, 122 33, 142 

Capital and Capital Stock, § 244 249 

Capital Stock Account, § 265 256 

Capital Stock Sold on Installment Plan, 

5287 269 
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